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RULES  AND  REGULATIONS 


Title  45 — Public  Welfare 

CHAPTER  I — OFFICE  OF  EDUCATION, 
DEPARTMENT  OF  HEALTH,  EDUCA¬ 
TION,  AND  WELFARE 

PART  177— FEDERAL,  STATE  AND  PRI¬ 
VATE  PROGRAMS  OF  LOW-INTEREST 
LOANS  TO  STUDENTS  IN  INSTITU¬ 
TIONS 

Guaranteed  Loan  Program 

Notice  of  proposed  rulemaking  was 
published  in  the  Federal  Register  on 
October  17,  1974  (39  FR  37154-37161), 
setting  forth  proposed  regulations  gov¬ 
erning  the  operation  of  the  Guaranteed 
Student  Loan  Program  (20  U.S.C.  1071 
through  1087-1).  Interested  persons 
were  invited  to  submit  to  the  Office  of 
Education  written  data,  views  or  argu¬ 
ments  concerning  the  proposed  rule.  In 
addition,  hearings  were  held  in  Washing¬ 
ton,  D.C.,  Chicago  and  San  Francisco 
during  the  45  day  comment  period  which 
ended  December  2,  1974. 

A.  Summary  of  comments:  Changes  in 
the  regulations.  Numerous  comments 
were  received,  both  in  writing  and  at  the 
public  hearings.  Major  areas  of  concern 
were:  the  definition  of  “student”  which 
most  commenters  saw  as  a  threat  to  the 
eligibility  status  of  community  colleges 
and  public  vocational  schools  which  have 
open  admission  requirements;  the  mul¬ 
tiple  disbursements  required  of  educa¬ 
tional  institutions;  the  proposed  ref  md 
policy  which  many  colleges  feel  is  an  un¬ 
warranted  intrusion  in  their  internal  af¬ 
fairs;  the  proposed  standards  for  evalu¬ 
ating  educational  institutions  about 
which  many  commenters  expressed  con¬ 
cern  over  their  possible  impact  on  school 
eligibility  and  future  admissions  policies; 
the  several  proposals  affecting  corre¬ 
spondence  schools,  which  many  com¬ 
menters  felt  would  inhibit  the  flexibility 
of  home  study  programs;  and  the  addi¬ 
tional  administrative  burden  that  the 
proposed  regulations  would  impose  on 
educational  institutions. 

A  summary  of  the  comments  follows, 
arranged  in  the  order  of  the  sections  of 
the  final  regulation.  After  each  comment, 
a  response  is  set  forth  stating  changes 
which  have  been  made  in  the  regula¬ 
tion,  or  the  reason  why  no  change  is 
deemed  necessary. 

1.  Changes  to  current  regulations.  Sec¬ 
tion  177.1(e)  Eligible  institution.  Com¬ 
ment.  A  commenter  requested  that  the 
final  regulations  make  clear  that  when  a 
student  transfers  from  an  eligible  to  an 
ineligible  program  in  the  same  school 
that  this  has  the  same  consequences  as 
transferring  to  an  ineligible  school,  grad¬ 
uation  or  withdrawal  from  school. 

Response.  We  see  no  need  to  modify 
the  regulations  in  this  respect.  However, 
it  should  be  fully  understood  that  trans¬ 
ferring  to  an  ineligible  portion  of  an 
eligible  institution  and  transferring  to 
an  ineligible  institution  both  result  in 
the  commencement  of  the  student’s  grace 
period. 

Vocational  School.  Comment.  One 
commenter  felt  that  OE  should  obtain 
firm  evidence  as  to  the  legality  of  a  par¬ 


ticular  school  to  operate  within  a  given 
State. 

Response.  In  rendering  eligibility  de¬ 
terminations.  the  Office  of  Education  will 
continue  to  require  each  applicant  in¬ 
stitution  to  comply  with  all  statutory 
eligibility  qualifications  including  proof 
that  it  is  “legally  authorized  to  provide 
•  •  •  postsecondary  vocational  or  tech¬ 
nical  education 

Comment.  Several  comments  were  ad¬ 
dressed  to  the  requirement  “to  prepare 
individuals  for  gainful  employment.” 
On§  commenter  noted  that  this  language 
is  a  change  from  the  wording  of  the 
statute  and  previous  regulations. 

Response.  This  definition  has  been 
modified  to  be  consistent  with  both  the 
statute  and  previous  regulations  as  no 
change  in  meaning  was  Intended. 

Comment.  Several  commenters  felt 
that  the  300  clock  hour  minimum  re¬ 
quirement  for  an  eligible  vocational 
school  course  is  excessive  and  will  elimi¬ 
nate  many  valuable  courses  from  being 
eligible  for  the  Guaranteed  Student  Loan 
Program. 

Response.  It  should  be  noted  that  the 
300  clock  hour  minimum  requirement  is 
not  a  new  proposal  and  has  been  in  pro¬ 
gram  regulations  since  the  inception  of 
the  Guaranteed  Student  Loan  Program. 
The  original  regulation  was  promulgated 
in  order  to  establish  a  floor  for  eligible 
courses  of  study  as  it  did  not  seem  rea¬ 
sonable  for  students  to  borrow  for  very 
short  courses.  Insufficient  evidence  has 
been  submitted  to  warrant  any  further 
consideration,  of  this  regulation  at  this 
time. 

Comment.  A  number  of  commenters 
stated  that,  in  the  case  of  a  correspond¬ 
ence  student,  the  requirement  of  an 
average  of  12  hours  of  preparation  per 
week  for  any  4  week  period  is  unreason¬ 
able  and  would  present  many  problems. 
They  cited  examples  of  students  (such  as 
farmers  during  harvest  season,  military 
personnel,  and  people  with  family  re¬ 
sponsibilities)  who  would  not  be  able  to 
maintain  such  a  schedule.  One  com¬ 
menter  noted  that  other  types  of  stu¬ 
dents  are  entitled  to  vacation  periods 
during  the  year. 

Response.  The  proposed  definition  has 
been  amended  to  read  “not  less  than  an 
average  of  12  hours  of  preparation  per 
week  over  a  12  week  period  *  •  •”  This 
will  still  require  steady  progress  but  will 
allow  for  various  contingencies  that 
might  interrupt  the  student’s  progress, 
such  as  Job  or  family  responsibilities. 
The  student  will  be  able  to  plan  for  time 
away  from  his  studies  by  completing  les¬ 
sons  in  advance  or  increasing  the  amount 
of  course  work  at  other  times  during  the 
12  week  period.  This  change  is  made  also 
in  paragraph  (i)  of  this  section.  Related 
changes  were  made  in  8  177.46(d). 

Comment.  With  regard  to  the  require¬ 
ments  for  approval  of  a  flight  school  pro¬ 
gram,  a  commenter  pointed  out  that  the 
Veterans  Administration  itself  does  not 
approve  schools,  but  that  approval  of 
schools  for  veterans  benefits  is  per¬ 
formed  by  special  State  agencies  estab¬ 
lished  for  this  purpose. 


Response.  The  definition  of  “Vocation¬ 
al  School”  has  been  changed  to  indicate 
that  a  flight  school  program  must  be 
“approved  for  veterans  training  accord¬ 
ing  to  procedures  established  by  the  Vet¬ 
erans  Administration”. 

Comment.  One  commenter  stated  that 
the  Commissioner  should  establish  cri¬ 
teria  to  evaluate  a  State  approval 
agency’s  standards  for  vocational 
schools. 

Response.  This  issue  is  properly  one 
to  be  treated  under  regulations  govern¬ 
ing  the  Commissioner’s  authority  to  pub¬ 
lish  a  list 'of  the  accrediting  agencies 
which  he  has  approved  (45  CFR  Part 
149).  It  should  be  noted  that  criteria 
have  been'published  in  the  Federal  Reg¬ 
ister  on  August  20,  1974,  setting  forth 
criteria  for  approval  of  State  agencies 
in  order  to  comply  with  the  provisions 
of  section  438(b)  of  the  Higher  Educa¬ 
tion  Act  of  1965,  as  amended.  However, 
such  criteria  relate  only  to  the  approval 
of  public  postsecondary  vocational  edu¬ 
cational  institutions. 

Comment.  One  commenter  felt  that 
if  a  school  is  licensed  by  the  State  and 
has  a  bond  to  protect  students  finan¬ 
cially,  approval  by  another  accrediting 
agency  should  not  be  necessary. 

Response.  The  requirement  for  ac¬ 
creditation  by  a  nationally  recognized 
agency  is*a  statutory  one  and  cannot  be 
removed  by  administrative  regulation. 
If  a  nonpublic  vocational  school  belongs 
to  a  category  of  schools  for  which  there 
is  a  national  accrediting  agency  which 
has  been  recognized  by  the  Commis¬ 
sioner,  the  only  way  such  a  school  can  be 
eligible  for  the  Guaranteed  Student 
Loan  Program  is  through  accreditation 
by  this  accrediting  agency.  State  ap¬ 
proval  may  not  be  substituted  for  na¬ 
tional  accreditation  for  such  nonpublic 
schools. 

Student. — Comment.  One  commenter 
asked  that  we  clarify  the  phrase  “good 
standing”. 

Response.  The  requirement  of  “good 
standing”  is  a  statutory  provision  and 
this  regulation  merely  reiterates  the 
statute,  which  further  states  “as  deter¬ 
mined  by  the  institution”. 

Comment.  A  number  of  commenters 
took  issue  with  the  provision  that  an 
eligible  student  includes  a  person  who 
does  not  have  a  high  school  diploma  or 
its  equivalent  provided  the  Institution 
does  not  admit  more  than  a  small  pro¬ 
portion  of  such  students.  There  was  con¬ 
siderable  concern  that  this  provision 
would  eliminate  a  number  of  community 
colleges  and  public  vocational  schools 
that  operate  under  an  open  admissions 
"provision  mandated  under  State  law. 

Response.  The  definition  in  question 
deals  only  with  the  eligibility  of  a 
student,  not  with  the  eligibility  of  an 
institution  of  higher  education,  and  is 
intended  to  make  it  clear  that  if  the  in¬ 
stitution  is  otherwise  eligible,  a  student 
%ho  is  admitted  under  unusual  circum¬ 
stances  which  accelerate  his  academic 
progress  will  be  eligible  for  a  loan  under 
this  program.  The  concern  being  voiced 
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by  the  commenters  is  more  properly  di¬ 
rected  to  the  statutory  definition  of  “eli¬ 
gible  institution”.  20  U.S.C.  1085(b)  pro¬ 
vides  that,  in  order  to  be  eligible  for  this 
program,  an  institution  of  higher  educa¬ 
tion  shall  admit  as  regular  students  only 
persons  having  a  high  school  diploma 
or  its  equivalent.  This  definition  is  re¬ 
peated  in  the  current  regulations  at  45 
CFR,  177.1(f).  This  issue  can  best  be 
resolved  through  legislative  amend¬ 
ments  and  appropriate  measures  are 
being  prepared  at  this  time  by  interested 
parties.  Meanwhile,  it  should  be  noted 
that  the  same  definitional  issue  pertains 
to  other  student  financial  assistance 
programs  administered  by  the  Office  of 
Education  and  such  programs  will  be  ad¬ 
ministered  consistently  with  this  one. 

Matriculate. — Comment.  Several  com¬ 
menters  felt  that  the  proposed  definition 
was  vague,  and  did  not  indicate  that  the 
student  actually  has  commenced  classes. 
It  was  also  pointed  out  that  this  defini¬ 
tion  should  be  clarified  to  relate  specif¬ 
ically  to  correspondence  students. 

Response.  Hie  regulation  has  been 
amended  to  specify  that  a*  student,  in 
order  to  matriculate,  must  have  com¬ 
menced  the  attendance  period.  A  new 
provision  has  been  added  to  this  defini¬ 
tion  specifying  that  a  home  study  stu¬ 
dent  shall  be  deemed  to  have  commenced 
attendance  by  the  submission  of  one 
lesson. 

Section  177.46  Disbursement  and  re¬ 
payment  of  loans. — Comment.  A  number 
of  commenters  expressed  concern  over 
the  requirement  that  a  loan  not  be  dis¬ 
bursed  earlier  than  30  days  prior  to  the 
date  on  which  the  institution  requires 
the  student  to  pay  tuition  or  required 
fees.  Some  suggested  that  it  would  be 
more  appropriate  to  relate  disbursement 
to  the  date  on  which  classes  begin,  since 
early  registration  at  some  institutions 
could  require  payment  of  tuition  and  fees 
several  months  before  classes  begin. 
Other  persons  felt  that  relating  disburse¬ 
ment  to  the  date  that  tuition  and  fees 
were  due  implied  that  loans  could  be 
used  only  for  that  purpose.  Some  com¬ 
menters  felt  that  different  disburse¬ 
ment  requirements  should  be  specified 
depending  upon  whether  the  loan  would 
be  used  for  amounts  due  the  school  or 
for  other  educationally  related  expenses. 

Response.  8  177.46(c)  has  been  modi¬ 
fied  so  that  the  30  day  provision  relates 
to  the  date  of  matriculation.  However,  it 
was  not  believed  practical  to  require  dif¬ 
ferent  disbursement  requirements  de¬ 
pending  upon  uses  to  which  the  loan 
would  be  applied.  This  is  generally  not 
possible  for  either  lenders  or  schools  to 
determine,  and  the  actual  use  of  the 
funds  may  change  depending  upon  the 
financial  circumstances  of  the  student  at 
the  time  bills  are  to  be  paid.  It  should 
be  noted  that  Federal  law,  regulations 
and  operating  procedures  clearly  pro¬ 
vide  that  student  loans  may  be  used  for 
any  educational  expense  including  room 
and  board,  books  and  supplies,  transpor¬ 
tation  and  personal  expenses  in  addition 
to  tuition  and  fees. 
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Comment.  A  great  many  commenters 
urged  that  schools  be  required  to  pro¬ 
vide  lenders  with  the  date  on  which  tui¬ 
tion  and  fees  are  to  be  paid  in  order  that 
lenders  win  know  when  the  30  day  period 
begins. 

Response.  The  changes  to  §  177.46(c) 
relating  the  30  day  provision  to  the  date 
the  student  matriculates  should  resolve 
this  problem.  Loan  applications  currently 
indicate  the  period  to  which  the  loan  ap¬ 
plies.  The  begining  of  that  period  pro¬ 
vides  lenders  with  a  basis  for  determin¬ 
ing  the  beginning  of  the  30  day  period  as 
in  all  cases  the  date  of  matriculation 
should  not  be  earlier  than  the  beginning 
of  the  period  of  the  loan.  If  the  loan  ap¬ 
plies  to  a  period  of  time  commencing 
after  matriculation  occurs  (e.g.  second 
semester)  the  loan  still  should  not  be 
disbursed  earlier  than  30  days  prior  to 
the  beginning  of  that  period. 

Comment.  A  number  of  comments  were 
received  relating  to  the  provision  author¬ 
izing  lenders  to  disburse  the  proceeds  of 
the  loan  to  an  educational  institution 
after  obtaining  prior  written  permission 
of  the  borrower.  Some  indicated  that  it 
was  not  clear  if  this  meant  that  the  check 
would  be  made  payable  to  the  school. 
The  question  was  raised  if  written  au¬ 
thorization  would  be  required  when  the 
check  was  made  payable  only  to  the  stu¬ 
dent,  but  mailed  to  the  school  to  give  to 
the  student.  Others  urged  that  the 
checks  be  made  payable  to  both  the  stu¬ 
dent  and  the  school. 

Response.  The  regulation  has  been 
clarified  to  indicate  that  the  borrower’s 
written  authorization  is  required  only 
when  the  check  is  made  payable  either 
to  the  institution  or  payable  jointly  to 
both  the  student  and  the  institution.  Hie 
lender  may,  of  course,  without  obtain¬ 
ing  the  student’s  authorization,  mail  a 
check  which  is  made  payable  only  to  the 
student,  directly  to  the  school  for  deliv¬ 
ery  to  the  student.  It  is  not  desirable 
or  practical  to  mandate  that  in  each  case 
the  check  must  be  made  payable  to  both 
student  and  school.  There  may  be  cases 
at  publicly  supported  institutions  where 
State  fiscal  procedures  could  result  in 
delaying  the  student  from  receiving  his 
loan  if  such  a  requirement  were  imposed. 
In  addition,  such  a  requirement  could 
further  hamper  students  who  needed  the 
loan  primarily  or  solely  for  expenses  that 
are  not  paid  directly  to  the  educational 
institution.  Every  effort  has  been  made 
to  provide  maximum  flexibility  in  order 
not  to  hinder  the  loan  process.  In  cases 
where  students  attending  a  particular 
school  receive  loans  from  a  single  lender 
or  from  a  relatively  small  number  of 
lenders,  schools  and  lenders  are  urged  to 
cooperatively  work  out  those  procedures 
which  are  most  suitable  to  their  partic¬ 
ular  situation. 

Comment.  A  number  of  schools  and 
colleges  have  expressed  concern  over 
their  ability  to  handle  the  paperwork 
and  other  administrative  functions  re¬ 
quired  where  the  lender  makes  the  check 
payable  to  the  school.  Many  expressed 
the  need  for  an  administrative  allow¬ 
ance  paid  by  the  Federal  Government  in 
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order  for  them  to  comply  with  this 
provision. 

Response.  Section  177.46(c)(2)  has 
been  amended  to  allow  an  institution, 
if  it  determines  that  it  does  not  have 
the  ability  to  administer  such  disburse¬ 
ments  properly,  to  return  the  loan  pro¬ 
ceeds  to  the  lender  for  disbursement 
directly  to  the  student.  In  order  to  reduce 
the  number  of  checks  that  have  to  be 
returned  and  to  minimize  delays  to  stu¬ 
dents,  schools  are  urged  to  communicate 
their  policy,  insofar  as  possible,  to 
lenders  making  loans  to  their  students. 
Statutory  changes  would  be  required  in 
order  for  the  Office  of  Education  to  pro¬ 
vide  schools  with  an  administrative 
allowance. 

Comment.  Several  persons  noted  an 
apparent  conflict  between  §  177.46(c)  (2) 
requiring  the  school  to  refund  to  the 
lender  with  8  177.63(c)  requiring  the 
school  to  refund  to  the  student.  Clari¬ 
fication  was  also  requested  of  the  phrase 
“after  giving  consideration  to  other 
forms  of  Federal  student  financial 
assistance”. 

Response.  The  provision  requiring 
schools  to  return  the  proceeds  of  the 
loan  to  the  lender  was  retained  in  cases 
where  the  student  does  not  matriculate. 
However,  the  provision  requiring  the 
school  to  return  the  remaining  portion 
of  the  loan  to  the  lender  in  cases  where 
the  student  has  matriculated  but  does 
not  complete  the  academic  period  for 
which  the  loan  was  made  has  been 
deleted.  This  question  is  covered  in 
8  177.63  dealing  with  refunds  and  with 
giving  proper  consideration  for  other 
forms  of  student  financial  assistance. 

Comment.  One  commenter  felt  that, 
when  schools  receive  the  loan  proceeds 
from  the  lender  (when  the  check  is  made 
payable  to  the  school) ,  the  schools 
should  be  required  to  place  the  funds 
in  an  escrow  account  in  order  to  assure 
that  funds  would  be  available  to  pay  re¬ 
funds  that  may  be  due  or  to  assure  that 
funds  would  be  available  to  students 
under  the  multiple  disbursement  pro¬ 
visions. 

Response.  We  did  not  concur  with  this 
suggestion  as  it  was  felt  that  this  would 
place  an  unnecessary  and  unwarranted 
restriction  on  schools  as  to  how  they 
utilize  such  funds.  Schools  will  be  per¬ 
mitted  to  invest  funds  not  currently 
needed.  The  return  on  such  investments 
should  partially  cover  their  administra¬ 
tive  expenses.  In  addition,  where  it  is  de¬ 
termined  pursuant  to  8  177.66(d)  that  a 
school  is  not  in  a  sound  financial  posi¬ 
tion  and  is  unable  to  meet  its  financial 
requirements  (such  as  payment  of  re¬ 
funds  due),  corrective  action  can  be 
taken  under  that  provision  of  the  regu¬ 
lations  or  under  the  procedures  estab¬ 
lished  in  Subpart  G. 

Comment.  One  commenter  felt  that 
the  regulations  should  be  clarified  to 
make  it  clear  that  commercial  lenders 
were  not  required  to  make  mutliple  dis¬ 
bursements. 

Response.  No  change  has  been  made  to 
the  regulations  In  this  respect  as  the 
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proposed  rules  did  not  require  com¬ 
mercial  lenders  to  make  multiple  dis¬ 
bursements.  Commercial  lenders  have 
always  been  encouraged  to  make  multi¬ 
ple  disbursements,  and  the  regulations 
provide  that  if  they  do,  the  amount  dis¬ 
bursed  during  a  particular  school  period 
should  not  be  greater  than  required  by 
the  student  for  that  period. 

2.  Subpart  F — Requirements  and 
Standards  for  Participating  Institu¬ 
tions — Section  177.61  Agreements  be¬ 
tween  eligible  institution  and  the  Com¬ 
missioner.  Comment.  A  commenter  felt 
that  the  requirements  for  agreements  be¬ 
tween  institutions  participating  in  the 
Guaranteed  Student  Loan  Program  and 
the  Commissioner  should  be  standard¬ 
ized  with  those  of  other  student  aid  pro¬ 
grams. 

.Response.  Such  standardization  would 
be  neither  feasible  nor  practical.  Other 
student  aid  programs  are  based  on  dif¬ 
ferent  statutes  and  regulations,  thus 
making  uniform  agreements  impossible. 

Comment.  One  commenter  felt  that 
these  agreements  should  not  require  con¬ 
currence  with  future  regulations. 

Response.  Rather  than  require  new 
agreements  each  time  the  regulations 
may  be  modified,  the  agreement  will  sig¬ 
nify  concurrence  by  educational  institu¬ 
tions  with  the  law  and  regulations  as 
may  be  amended  from  time  to  time.  If 
future  statutory  or  regulatory  amend¬ 
ments  are  deemed  objectionable  by  a  par¬ 
ticular  institution,  it  may  notify  the 
Commissioner  that  it  can  no  longer  com¬ 
ply  with  the  agreement  and  thus  ter¬ 
minate  its  eligibility  as  a  participating 
educational  institution  for  purposes  of 
the  Guaranteed  Student  Loan  Program. 

Section  177.62  Procedures,  records,  and 
reports.  Comment.  Numerous  comments 
were  received  on  the  requirement  for 
record  keeping.  Commenters  were  con¬ 
cerned  as  to  the  type  of  record  keeping 
required  and  whether  they  were  to  keep 
separate  or  additional  records  for  GSLP 
students.  Others  commented  that  many 
colleges  do  not  maintain  attendance 
records. 

Response.  This  section  does  not  require 
duplication  of  records.  Existing  records 
and  procedures  will  no  doubt,  in  many 
cases,  meet  the  requirements  of  this  sec¬ 
tion.  All  participating  institutions  must 
maintain  records  sufficient  to  comply 
with  the  requirements  of  §  177.62(c). 
Daily  attendance  records  are  not  required 
in  the  case  of  institutions  of  higher  edu¬ 
cation..  Such  institutions  must  be  able  to 
determine  that  a  student  has  commenced 
attendance  for  a  particular  academic 
term.  For  purposes  of  refund  calculations, 
they  must  maintain  a  record  of  the  date 
of  withdrawal  for  purposes  of  the  Guar¬ 
anteed  Student  Loan  Program  as  defined 
in  §  177.63(c)  (4)(i). 

Vocational  schools  will  be  required  to 
maintain  daily  attendance  records  in 
order  to  determine  date  of  withdrawal 
for  purposes  of  the  Guaranteed  Student 
Loan  Program  as  defined  in  §  177.63(c) 
(4)  <ii). 

Correspondence  schools  will  be  re¬ 
quired  to  maintain  records  showing  the 


date  of  the  student’s  submission  of  each 
lesson  and  the  required  date  for  its  sub¬ 
mission. 

Comment.  One  commenter  asked  what 
records  are  required  in  the  determina¬ 
tion  of  need  for  subsidized  loans,  and 
whether  OE  Form  1260  is  sufficient. 

Response.  The  original  source  forms 
such  as  ACT  and  CSS  together  with  the 
institution’s  copy  of  Form  OE  1260  must 
be  maintained  to  fulfill  this  requirement. 

Comment.  The  question  was  raised 
whether  microfilm  records  would  be  ac¬ 
ceptable  to  meet  the  requirements  of  this 
section. 

Response.  The  regulation  has  been 
clarified  to  specifically  include  both 
microfilm  and  computer  records. 

Comment.  Several  commenters  inter¬ 
preted  the  regulation  to  mean  that  they 
would  have  to  establish  additional  place¬ 
ment  services  for  GSLP  students. 

Response.  Placement  service  is  and  has 
been  optional  at  most  schools.  This  sec¬ 
tion  has  been  changed  to  clarify  that  the 
record  keeping  requirement  applies  only 
to  GSLP  students  who  choose  to  utilize 
the  institution’s  placement  service. 

Comment.  Several  commenters  sug¬ 
gested  that  the  5  year  records  retention 
should  be  reduced  to  3  years  to  be  con¬ 
sistent  with  other  USOE  regulations. 
Others  felt  that  there  was  no  reason  for 
a  long  period  of  records  retention. 

Response.  Changing  the  GSLP  records 
retention  requirement  to  correspond 
with  those  of  other  OE  programs  is  not 
appropriate.  Considering  the  relatively 
lengthy  repayment  period  for  guaranteed 
loans,  it  is  deemed  necessary  to  retain 
student  records  for  at  least  5  years  fol¬ 
lowing  a  student’s  graduation  or  with¬ 
drawal  from  school. 

Comment.  Numerous  commenters  were 
concerned  with  the  requirement  that 
schools  notify  OE  or  lenders  of  changes 
in  enrollment  status  of  students.  Some 
commenters  stated  that  schools  are  not 
always  aware  of  which  students  have 
loans. 

Response.  The  key  phrase  in  this  regu¬ 
lation  is  “*  *  •  at  such  times  and  in 
such  manner  as  the  Commissioner  may 
prescribe  *  *  *”  To  date,  only  the 
semi-annual  Student  Status  Confirma¬ 
tion  Report  has  been  required.  The  Com¬ 
missioner  does  not  intend  to  require 
schools  to  notify  lenders  until  such  time 
as  procedures  have  been  implemented  to 
assure  that  schools  are  aware  of  lender 
identity. 

Comment.  Clarification  was  requested 
by  several  commenters  as  to  whether  the 
audit  requirement  in  §  177.62(d)  applies 
to  all  records  or  only  to  those  related  to 
■  GSLP. 

Response.  This  provision  applies  to  all 
records  to  the  extent  that  they  pertain 
to  the  institution’s  participation  in  the 
GSLP.  Because  circumstances  surround¬ 
ing  an  audit  or  examination  may  vary 
and  because  institutional  record  keeping 
procedures  are  not  uniform,  it  is  not 
possible  to  be  more  specific  than  is  cited 
in  the  regulation. 

Section  177.63  Refunds — Comment. 
There  were  a  number  of  commenters 


who  objected  to  the  requirement  that  an 
educational  institution  must  have  a  re¬ 
fund  policy  or  one  that  is  dictated  by  the 
Office  of  Education.  Some  felt  that  such 
a  policy  would  subsidize  those  who  drop 
out  of  school  at  the  expense  of  those  stu¬ 
dents  who  persevere  since  institutions 
must  pay  salaries  and  overhead,  regard¬ 
less  of  how  many  students  leave  school. 

A  number  of  persons  suggested  that  only 
vocational  schools  should  be  required  to 
have  refund  policies  since  this  appears 
to  be  where  the  problems  exist.  Other 
commenters  pointed  out  that  other  fed¬ 
erally  administered  student  aid  programs 
accept  schools’  refund  policies  and  urged 
that  the  Office  of  Education  do  the  same 
for  the  Guaranteed  Student  Loan  Pro¬ 
gram.  It  was  also  pointed  out  that  re¬ 
fund  policies  of  public  institutions  are 
often  set  at  the  State  level  and  are  not 
subject  to  change  if  the  Office  of  Educa¬ 
tion  finds  them  objectionable.  Numerous 
other  comments  were  made  along  related 
lines. 

Response.  The  Commissioner  believes 
that  students  borrowing  to  finance  their 
education  under  the  Guaranteed  Student 
Loan  Program  should  be  entitled  to  fair 
and  equitable  institutional  refund  poli¬ 
cies  regardless  of  the  type  of  school  at¬ 
tended.  As  there  currently  are  a  wide 
variety  of  refund  policies,  it  is  deemed 
appropriate  to  establish  certain  regula¬ 
tory  criteria  upon  which  an  institution’s 
policy  can  be  evaluated.  In  this  regard, 
where  student  borrowers  under  the 
GSLP  are  assured  of  fair  and  equitable 
treatment  with  regard  to  refunds,  the 
goal  of  effective  administration  of  the 
GSLP  is  advanced.  In  addition,  consider¬ 
ation  will  be  given  to  determine  the  feasi¬ 
bility  of  making  similar  modifications  to 
the  regulations  of  other  student  assist¬ 
ance  programs.  Institutions  whose  refund 
policies  do  not  comply  with  the  require¬ 
ments  of  these  regulations  will  be  subject 
to  having  their  eligibility  under  the 
Guaranteed  Student  Loan  Program  lim¬ 
ited,  suspended  or  terminated  pursuant 
to  the  provisions  of  Subpart  G  of  these 
regulations. 

Comment.  Some  commenters  felt  it  was 
not  clear  whether  a  refund  policy  had  to 
apply  only  to  loan  recipients  or  to  all 
students.  It  was  also  pointed  out  that 
not  all  loans  are  used  for  tuition  pur¬ 
poses  nor  was  it  easy  to  determine 
whether  loans  were  used  for  payment  of 
tuition  and  fees. 

Response.  The  regulation  does  not  re¬ 
quire  a  refund  policy  for  students  who 
do  not  obtain  loans  under  this  part.  How¬ 
ever,  if  under  the  institution’s  refund 
policy  a  refund  is  due  a  loan  recipient, 
it  must  be  paid,  whether  or  not  he  used 
the  proceeds  of  the  loan  for  tuition  and 
fees  or  for  other  educational  expenses. 

Comment.  Several  persons  recom¬ 
mended  that,  in  order  to  assure  that 
funds  exist  to  pay  refunds  at  such  time 
as  they  may  become  due,  institutions  be 
required  to  place  loan  proceeds  in  an 
escrow  account. 

Response.  This  suggestion  was  not 
adopted  as  it  was  felt  that  this  would  be 
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an  unwarranted  Intrusion  in  the  man¬ 
ner  in  which  an  institution  managed  its 
funds.  In  addition,  9  177.66(d)  provides 
that  the  institution’s  financial  condi¬ 
tion  is  subject  to  review  and  where  it  is 
deemed  that  the  Institution  does  not 
have  the  financial  capability  of  meeting 
its  obligations,  including  the  payment  of 
refunds,  there  are  several  remedies  au¬ 
thorized  under  §  177.66  and  Subpart  Q 
which  the  Commissioner  has  available  to 
correct  the  situation. 

Comment.  A  number  of  persons  re¬ 
quested  clarification  of  what  constitutes 
"fair  and  equitable”,  and  suggested  that 
the  criteria  should  also  recognize  the  ap¬ 
propriateness  of  a  penalty  for  with¬ 
drawal. 

Response.  There  are  more  than  8,600 
educational  institutions  currently  eligi¬ 
ble  under  the  Guaranteed  Student  Loan 
Program,  ranging  from  vocational 
schools  to  universities  and  including 
both  resident  and  correspondence 
schools.  The  problems  and  circum¬ 
stances  associated  with  these  schools 
vary  considerably  and  it  was  not  deemed 
appropriate  to  be  more  specific  in  the 
regulations  than  is  presently  set  forth  in 
the  six  factors  by  which  the  Commis¬ 
sioner  will  determine  whether  a  refund 
policy  is  fair  and  equitable.  The  Office  of 
Education  will  evaluate  the  advisability 
of  providing  Institutions  with  examples 
of  refund  policies  that  will  meet  the 
standards  established  by  these  regula¬ 
tions.  It  was  felt  that  a  penalty  for  with¬ 
drawal  was  not  appropriate.  There  is  no 
requirement  that  a  refund  policy  nec¬ 
essarily  result  in  a  strict  pro-rata  refund 
to  a  student  based  on  the  precise  period 
that  a  student  attends  an  institution. 
Furthermore,  the  permissible  adminis¬ 
trative  fee  of  up  to  $100  need  not  be  in¬ 
cluded  in  the  amount  of  money  subject  to 
refund  calculations.  Therefore,  it  is  not 
to  the  student’s  financial  advantage  to 
take  lightly  the  decision  to  enroll  in  or 
withdraw  from  an  educational  institu¬ 
tion. 

Comment.  Many  Institutions  pointed 
out  that  they  have  certain  fixed  costs 
that  must  be  paid  whether  or  not  the 
students  complete  the  academic  term. 
They  recommended  that  the  refund 
policy  be  modified  to  take  these  fixed 
costs  into  consideration. 

Response.  It  is  recognized  that  all  edu¬ 
cational  Institutions  have  certain  fixed 
costs  although  these  will  vary  consider¬ 
ably,  depending  upon  the  nature  and 
financial  strength  of  the  Institution. 
However,  it  1s  not  deemed  feasible  to  con¬ 
sider  an  institution’s  fixed  costs  in  deter¬ 
mining  whether  the  refund  policy  is  fair 
and  equitable.  It  is  felt  that  students 
should  be  entitled  to  a  reasonable  re¬ 
fund.  If  an  institution’s  withdrawal  rate 
is  low  enough,  an  Institution’s  fixed  costs 
should  have  little  or  no  effect  on  its  abil¬ 
ity  to  pay  refunds,  especially  in  view  of 
the  fact  that  the  regulation  does  not 
necessarily  require  a  strict  pro-rata  re¬ 
fund  policy. 

Comment.  One  commenter  suggested 
that  the  regulations  should  require  that 
the  student  and/or  his  parents  should  be 
required  to  certify  that  they  have  read 


and  understand  the  Institution’s  refund 
policy. 

Response.  Section  177.63(a)  requires 
the  institution  to  make  its  refund  poUcy 
known  to  the  student  in  writing  prior  to 
his  initial  acceptance  for  enrollment  at 
the  institution  and  prior  to  each  aca¬ 
demic  year  in  which  he  enrolls  there¬ 
after.  In  addition,  1 177.64  requires  the 
institution  to  make  a  good  faith  effort 
to  provide  each  prospective  student  with 
a  complete  and  accurate  statement 
about  the  institution.  It  is  felt  that  these 
two  provisions  provide  adequate  protec¬ 
tion  for  the  student  and  that  to  require 
written  certification  would  impose  an 
additional  workload  on  the  institution 
which  is  not  warranted.  However,  the 
regulation  has  been  modified  to  require 
that  the  school  must  also  make  students 
aware  of  the  procedures  to  be  followed 
in  obtaining  a  refund. 

Comment.  Several  comments  recom¬ 
mended  that  tile  refund  policy  be  modi¬ 
fied  to  include  room  and  board  and  other 
institutional  charges. 

Response.  The  regulation  has  been 
modified  to  include  room  and  board, 
where  paid  to  the  institution.  Other  in¬ 
stitutional  charges  are  already  included 
to  the  extent  that  they  are  included  in 
“required  fees”. 

Comment.  A  number  of  schools  indi¬ 
cated  that  the  provision  authorizing  in¬ 
stitutions  to  retain  an  enrollment  or  reg¬ 
istration  fee  not  to  exceed  $50  was  not 
sufficient  to  cover  overhead  costs. 

Response.  The  regulation  has  been 
modified  to  increase  the  maximum  fee 
which  may  be  retained  in  calculating  a 
student’s  refund  to  $100.  However,  the 
regulation  has  been  further  revised  to  in¬ 
clude  application  fees  and  other  similar 
charges  within  the  $100  figure. 

Comment.  One  commenter  asked  if 
Office  of  Education  recognition  of  an  ac¬ 
crediting  agency  creates  a  presumption 
that  its  refund  policy  is  fair  and  equi¬ 
table. 

Response.  Listing  by  the  Commissioner 
of  Education  of  an  accrediting  body  as 
a  “nationally  recognized  accrediting 
agency  or  association”  does  not  imply 
automatic  approval  of  specific  refund 
policies  or  formulas  promulgated  by  such 
agencies.  What  is  required,  in  accord¬ 
ance  with  the  published  Criteria  for  Rec¬ 
ognition  (45  CFR  149.6)  is  that  an 
accrediting  agency  demonstrate  its  capa¬ 
bility  and  willingness  to  foster  ethical 
practices  among  accredited  institutions 
or  programs,  including  “equitable  stu¬ 
dent  tuition  refunds  *  *  *”  Where  an 
accrediting  agency  has  adopted  a  specific 
refund  policy,  it  has  generally  addressed 
Itself  to  establishing  minimum  require¬ 
ments  consistent  with  its  intent  to  foster 
equitable  refund  policies.  Accrediting 
agencies  are  not  regulatory  bodies  and 
the  minimum  refund  policy  requirements 
established  by  such  agencies  would  not 
necessarily  reflect  the  requirements  of 
these  regulations.  The  requirements  of 
such  agencies  therefore,  cannot  be  pre¬ 
sumed  to  be  fair  and  equitable  within  the 
meaning  of  8  177.63. 

Comment.  Many  commenters  expressed 
concern  and  made  suggestions  regard¬ 


ing  the  manner  in  which  refunds  were 
to  be  paid  to  the  student  or  the  lender 
in  f  177.63(c)  as  well  as  in  i  177.46(c) 
(2).  A  number  of  persons  pointed  out 
the  inconsistency  between  the  two  dif¬ 
ferent  sections  of  the  regulations.  Some 
suggested  that  all  refunds  be  required 
to  be  repaid  to  the  lender.  Others  sug¬ 
gested  that  there  was  need  for  a  “leave 
of  absence”  policy  to  take  into  consid¬ 
eration  illness  or  other  acts  of  God. 
There  were  also  concerns  that  the  30 
day  period  in  which  refunds  were  due 
to  be  paid  would  not  provide  the  schools 
with  sufficient  time  to  determine  that  the 
student  actually  has  withdrawn  and  to 
pay  the  refund.  Concern  was  expressed 
over  the  distinction  between  types  of 
schools  in  determining  the  date  of  with¬ 
drawal  and  a  number  of  correspondence 
schools  expressed  concern  that  the  re¬ 
quired  schedule  of  lessons  was  incon¬ 
sistent  with  the  basic  flexibility  that  is 
inherent  in  home  study.  Finally,  clarifi¬ 
cation  was  requested  about  the  manner 
in  which  schools  should  consider  other 
forms  of  student  financial  aid  in  deter¬ 
mining  the  amount  of  refund  that  would 
be  paid  to  the  student  or  the  lender. 

Response.  As  a  result  of  the  many  help¬ 
ful  comments  received,  9  177.63(c)  has 
been  rewritten  and  reorganized  for  pur¬ 
poses  of  clarity.  In  order  to  assure  an 
equitable  distribution  of  any  refund 
among  various  financial  assistance  pro¬ 
grams,  the  regulation  requires  that  the 
amount  of  refund  attributable  to  the 
Guaranteed  Student  Loan  Program  be 
determined  by  a  ratio  that  relates  the 
loan  amount  to  the  student’s  cost  of  edu¬ 
cation.  The  refund  is  to  be  paid  to  the 
student  unless  the  student  has  previously 
authorized  the  refund  to  be  paid  to  the 
lender.  Increasingly,  lenders  are  expected 
to  request  such  authorizations  and  the 
practice  will  be  encouraged.  As  many 
commenters  urged  that  all  refunds  be 
made  payable  to  the  lender  and  to  assure 
loan  proceeds  are  not  used  for  noneduca- 
tional  expenses,  the  Commissioner  is  cur¬ 
rently  giving  consideration  to  issuing  a 
proposed  amendment  to  this  provision 
that  would  require  any  portion  of  the 
refund  attributable  to  the  student’s  loan 
to  be  paid  to  the  lender. 

The  proposed  regulation  required  that 
refunds  would  be  payable  within  30  days 
of  the  date  the  student  ceased  to  be 
enrolled  at  the  institution.  As  a  number 
of  commenters  indicated  that  this  was 
too  short  a  period  of  time,  the  final  regu¬ 
lation  has  been  modified  to  permit  a  40 
day  period  after  the  student  is  considered 
to  be  withdrawn  from  the  institution  for 
purposes  of  the  GSLP. 

A  number  of  commenters  from  voca¬ 
tional  schools  urged  that  the  regulations 
be  modified  to  permit  leaves  of  absence 
in  order  to  take  into  consideration  illness 
and  other  acts  of  God  that  might  pre¬ 
clude  a  student  from  attending  classes. 
The  regulations  have  been  modified  to 
permit  a  single  leave  of  absence  for  a 
period  of  not  to  exceed  60  days  for  stu¬ 
dents  attending  such  schools  provided 
the  student  requests  the  absence  in  writ¬ 
ing.  More  than  one  leave  of  absence  can 
be  granted  in  exceptional  circumstances, 
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where  authorized  by  the  Commissioner. 

As  the  date  of  withdrawal  for  college 
students  is  dependent  primarily  upon  the 
date  the  student  notifies  the  institution 
of  withdrawal,  as  opposed  to  the  last  date 
of  attendance,  an  express  leave  of  ab¬ 
sence  policy  is  not  necessary  for  college 
students.  Due  to  the  provisions  of  this 
section  and  of  9  177.46(d) ,  such  a  policy 
is  also  not  necessary  for  correspondence 
students. 

The  provisions  that  determine  when  a 
student  is  withdrawn  have  been  modi¬ 
fied  to  provide  further  clarity  and,  in 
the  case  of  correspondence  students,  the 
period  during  which  a  student  has  to 
notify  the  school  that  he  is  not  with¬ 
drawing  has  been  Increased  from  30  to 
60  days  in  order  to  be  consistent  with 
the  changes  in  9  177.46(d). 

A  number  of  correspondence  schools 
indicated  that  the  requirement  to  pro¬ 
vide  students  with  a  schedule  of  lesson 
submission  requirements  was  contrary  to 
the  basic  flexibility  inherent  in  home 
study  courses.  However,  this  require¬ 
ment  has  been  retained  as  the  statute 
requires  students  to  maintain  at  least 
half-time  status  in  order  to  continue 
their  enrollment  status  for  purposes  of 
this  program.  Schools  are  provided  flex¬ 
ibility  in  establishing  the  schedule  of 
lesson  submissions  within  the  limitations 
of  the  12  hours  requirement  set  forth 
in  9  177.1  (g)  and  (i) .  Another  modifi¬ 
cation  to  the  regulation  requires  schools 
to  indicate  (as  part  of  the  schedule)  the 
date  on  which  the  correspondence  course 
must  be  completed  for  purposes  of  the 
Guaranteed  Student  Loan  Program. 
There  is  no  requirement  that  students  be 
terminated  for  failure  to  maintain  the 
schedule,  although,  when  the  provisions 
of  9  177.46(d)  are  met,  students  may  be 
required  to  begin  repayment  of  their 
loans  even  though  they  may  still  be  en¬ 
rolled,  similar  to  the  resident  student 
who  drops  below  half-time  enrollment 
status. 

Comment.  Some  commenters  indicated 
that  the  provisions  regarding  change  of 
ownership  in  9  177.62(e)  and  9  177.63(d) 
will  result  in  major  problems  for  persons 
who  may  wish  to  purchase  schools,  and 
may  deter  purchases  that  have  often 
resolved  major  problems  in  the  past. 

Response.  In  order  to  assure  that  rec¬ 
ords  will  be  available  for  inspection  and 
that  students  will  receive  refunds  due, 
the  Commissioner  believes  that  these 
provisions  are  essential  to  protect  stu¬ 
dent  interests.  Therefore,  these  provi¬ 
sions  have  been  retained. 

Section  177.64  Provision  of  informa¬ 
tion  to  prospective  student. — Comment. 
One  commenter  felt  that  schools  should 
be  required  to  maintain  a  central  loca¬ 
tion  where  catalogs  and  other  informa¬ 
tion  would  be  available  to  any  member 
of  the  public. 

Response.  This  section  provides  that 
certain  types  of  information  be  disclosed 
to  prosp>ective  students  prior  to  the  time 
they  commit  themselves  to  payment  of 
tuition  and  fees.  Because  prospective 
students  are  assured  of  receiving  this  in¬ 
formation,  it  does  not  seem  appropriate 


that  these  regulations  be  the  vehicle  to 
require  that  information  about  an  insti¬ 
tution  be  made  available  to  the  general 
public. 

Comment.  Several  schools  and  student 
organizations  commented  that  the  dis¬ 
closure  requirements  should  be  made 
more  specific  and  stringent.  Some  sug¬ 
gested  that  the  required  disclosures 
should  include  withdrawal  rates  and  in¬ 
structions  as  to  how  to  file  complaints. 

Response.  For  the  most  part,  these 
disclosure  requirements  are  general  in 
order  to  allow  flexibility  and  to  take  into 
consideration  the  many  types  of  schools 
involved  in  the  program.  Published  with¬ 
drawal  rates  could  be  subject  to  much 
misinterpretation  and  misunderstanding, 
due  to  the  wide  variation  in  school  pro¬ 
grams,  some  with  open  admissions  poli¬ 
cies.  Section  177.66(b)  provides  a  means 
of  dealing  with  schools  having  excessive 
withdrawal  rates.  In  terms  of  com¬ 
plaints,  GSLP  is  not  the  appropriate  ve¬ 
hicle  for  handling  all  problems  dealing 
with  schools.  Of  course,  students  or  other 
interested  parties  having  complaints  re¬ 
lated  to  the  GSLP  are  encouraged  to 
communicate  such  complaints  to  the  ap¬ 
propriate  regional  offices  of  the  USOE. 

Comment.  Some  commenters  felt  that 
“an  institution  holding  itself  out  as  pre¬ 
paring  students  for  a  particular  voca¬ 
tion  or  trade”  should  not  include  col¬ 
leges  or  graduate  and  professional 
schools.  One  commenter  stated  that  the 
misrepresentations  which  this  section  in¬ 
tends  to  correct  have  not  occurred 
among  post-baccalaureate  institutions. 

Response.  This  provision  has  not  been 
modified  to  exempt  colleges  that  pre¬ 
pare  students  for  a  particular  vocation 
or  profession.  The  Commissioner  believes 
that  all  students  should  be  made  aware 
of  what  employment  opportunities  in  a 
particular  field  may  or  may  not  exist 
prior  to  their  enrollment.  The  current 
adverse  employment  market  for  teachers 
is  a  good  case  in  point  that  should  be 
brought  to  the  attention  of  prospective 
students. 

Comment.  Several  commenters  stated 
a  requirement  for  information  regarding 
employment  of  graduates  is  impractical 
and  can  lead  to  misrepresentation.  They 
also  stated  that  this  would  be  a  nearly 
impossible  requirement  as  very  few 
schools  can  follow  the  progress  of  gradu¬ 
ates  after  they  leave  school.  Placement 
services  are  voluntary;  the  schools  can¬ 
not  guarantee  jobs  and  are  not  employ¬ 
ment  agencies. 

Response.  The  regulation  has  been 
modified  to  specify  certain  types  of  em¬ 
ployment  information  required.  Prospec¬ 
tive  students  must  be  informed  of  aver¬ 
age  starting  salaries  and  the  percentage 
of  students  obtaining  employment  in  the 
field  for  which  the  course  of  study  pro¬ 
vided  preparation.  Educational  institu¬ 
tions  must  use  the  most  recently  avail¬ 
able  data,  but  where  statistically 
meaningful  data  about  its  own  students 
is  not  available,  the  institution  may  use 
comparable  regional  or  national  data.  In 
addition  to  the  required  disclosures, 
other  information  may  be  provided  as 


well.  The  regulation  has  also  been  broad¬ 
ened  to  include  “career  field”  as  well  as 
“vocation  or  trade”.  In  addition,  instead 
of  limiting  data  only  to  graduates  of  an 
institution,  the  regulation  has  been  mod¬ 
ified  to  specify  other  appropriate  cate¬ 
gories  of  students. 

Comment.  Several  commenters  re¬ 
quested  clarification  of  “good  faith  ef¬ 
fort”  and  “complete  and  accurate 
statement”. 

Response.  Because  of  the  wide  variety 
of  schools  eligible  to  participate  under 
the  Guaranteed  Student  Loan  Program, 
it  was  deemed  impractical  to  try  to 
specify  in  detail  the  type  of  information 
that  should  be  disclosed  to  prospective 
students.  For  this  reason,  schools  are  re¬ 
quired  to  make  a  reasonable  effort  to  dis¬ 
close  that  information  which  will  en¬ 
able  students  to  make  the  best  possible 
choice  as  to  which  school  to  attend  and 
as  to  what  program  of  studies  to  take 
within  a  particular  insitution.  Many 
school  and  college  catalogs  currently 
provide  prospective  students  with  such 
information.  However,  where  such  cata¬ 
logs  do  not,  they  will  be  required  to  do 
so  in  the  future. 

Section  177.65  Admissions  criteria  for  a 
vocational  or  trade  program. — Comment. 
Many  commenters  stated  that  there  is  no 
test  that  can  accurately  determine  a 
student’s  ability  to  benefit  from  the 
training  to  be  provided  by  the  institu¬ 
tion.  One  commenter  recommended  that 
the  regulation  be  modified  to  state  :  “*  *  • 
there  is  a  reasonable  basis  to  believe  that 
[the  student]  has  the  ability  to  bene¬ 
fit  *  *  *”. 

Response.  This  provision  has  been 
modified  to  recognize  that  no  test  is  in¬ 
fallible  and  now  reads:  “*  *  *  there  is  a 
substantial  and  reasonable  basis  to  con¬ 
clude  that  [the  student]  has  the  ability 
to  benefit*  •  *”. 

Comment.  Some  commenters  recom¬ 
mended  that,  in  the  case  of  publicly  sup¬ 
ported  vocational  institutions  with  man¬ 
dated  open  admissions  policies,  students 
should  only  be  required  to  meet  such 
school’s  admissions  policies.  One  com¬ 
menter  stated  that  there  was  no  way  to 
test  such  students. 

Response.  The  regulation  does  not  lim¬ 
it  institutions  to  making  the  required 
determination  solely  on  the  basis  of  an 
appropriate  examination.  Other  appro¬ 
priate  criteria  may  be  utilized,  provided 
that  such  criteria  can  provide  a  substan¬ 
tial  and  reasonable  basis  to  conclude  that 
the  student  has  the  ability  to  benefit 
from  the  instruction  or  training  to  be 
provided.  Institutions  governed  by  man¬ 
dated  open  admissions  policies  usually 
have  certain  criteria  which  are  used  to 
determine  a  student’s  eligibility  for  ad¬ 
mission  and  often  provide  remedial  in¬ 
struction  intended  to  enable  the  student 
to  benefit  from  the  instruction  or  train¬ 
ing  to  be  provided.  If  such  criteria  and 
practices  do,  in  fact,  meet  the  regulatory 
objective  they  may  be  deemed  accepta¬ 
ble.  On  the  other  hand,  where  an  institu¬ 
tion  is  not  making  an  adequate  determi¬ 
nation  of  the  student’s  ability  to  benefit 
from  the  Instruction  or  training  to  be 
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provided,  it  would  have  to  commence 
making  such  an  adequate  determination 
or  be  subject  to  the  provisions  of  Sub¬ 
part  G. 

Comment.  One  commenter  requested 
that  the  phrase,  '"vocation  or  trade”  be 
broadened  to  Include  "career  field”  as 
was  proposed  (and  accepted)  in  9  177.64. 
Several  commenters  requested  clarifica¬ 
tion  as  to  whether  this  provision  applied 
to  colleges  and  universities. 

Response.  As  was  done  in  §  177.64,  the 
regulation  has  been  modified  to  include 
"career  field”.  As  was  indicated  in  the 
response  to  comments  on  9  177.64,  the 
terms  “vocation,  trade  or  career  field” 
ean  also  apply  to  college  and  university 
courses  of  study. 

Comment.  One  commenter  stated  that 
some  states  allow  schools  to  make  use 
of  "certified  State  counselors”  to  deter¬ 
mine  that  students  have  the  ability  to 
benefit  from  the  instruction  or  training 
to  be  offered  by  certain  institutions  and 
asked  if  such  a  procedure  would  meet 
the  requirements  of  this  section. 

Response.  There  is  nothing  in  the  regu¬ 
lation  that  would  preclude  such  prac¬ 
tices.  However,  it  should  be  made  clear 
that  under  this  regulation,  the  respon¬ 
sibility  for  making  the  determination 
rests  with  the  institution.  Therefore,  it 
would  be  up  to  the  institution  to  deter¬ 
mine  that  the  examination  or  other 
criteria  used  by  such  counselors  was 
appropriate. 

Comment.  Some  commenters  requested 
clarification  of  the  meaning  of  "benefit 
from  the  instruction  or  training  to  be 
provided”  and  further  specifications  for 
“appropriate  criteria”.  Others  suggested 
that  the  examinations  used  should  be 
reviewed  and  approved  by  the  Office  of 
Education  or  asked  what  kind  of  test 
would  be  appropriate. 

Response.  It  is  not  deemed  practical 
or  feasible  for  prior  review  or  approval 
of  specific  tests  or  other  criteria  utilized 
by  various  institutions  due  to  the  wide 
variety  of  programs  offered  and  types  of 
institutions  eligible  for  the  Guaranteed 
Student  Loan  Program.  A  major  criterion 
which  will  be  employed  in  evaluating 
compliance  with  this  requirement  will  be 
the  performance  of  the  students  ad¬ 
mitted.  This  would  Include  withdrawal 
rates  (including  consideration  of  the 
extent  of  course  completion  prior  to 
withdrawal) ,  failure  rates,  employer  ac¬ 
ceptance  of  the  institution’s  students 
and  other  Indicators  of  performance  of 
students  admitted. 

9  177.66  Additional  standards  for  eval¬ 
uating  an  educational  institution. — Com¬ 
ment.  Many  commenters  expressed 
major  concerns  over  the  possible  effect 
of  this  section.  These  comments  were 
made  by  representatives  of  colleges,  vo¬ 
cational  schools  and  student  organiza¬ 
tions.  Some  felt  that  institutions,  in 
order  to  avoid  any  possible  actions  or 
sanctions  by  the  Office  of  Education, 
might  raise  their  admissions  standards 
in  order  to  reduce  the  default  rate,  the 
rate  of  withdrawal  from  school  and  the 
degree  of  dependence  on  the  program. 
Such  Institutional  actions  might  well  re¬ 
sult  in  discrimination  against  low  in¬ 


come  and  minority  students.  Recognizing 
the  permissive  nature  of  this  provision, 
some  commenters  asked  if  the  Commis¬ 
sioner  would  take  into  consideration  the 
nature  of  a  school’s  student  body  (race 
and  income),  the  geographic  location 
(inner  city,  suburban  or  small  town) ,  the 
availability  of  other  forms  of  student  aid 
or  lack  thereof,  the  efforts  of  the  institu¬ 
tion  to  resolve  its  problems  and  the  type 
of  institution  (higher  education,  voca¬ 
tional  or  correspondence).  Some  com¬ 
menters  also  suggested  that  the  specific 
percentages  mentioned  in  the  regulation 
are  too  restrictive  and  do  not  relate  to 
reality.  They  may  hurt  many  schools 
that  are  doing  a  good  job. 

Response.  The  Commissioner  does  not 
intend,  by  adopting  these  standards,  to 
encourage  or  condone  discrimination  in 
admissions  based  on  the  student’s  socio¬ 
economic  status.  To  the  contrary,  the 
Office  of  Education  has  consistently  sup¬ 
ported  efforts  to  assure  that  all  students 
should  have  free  and  equal  access  to 
po6tsecondary  educational  opportunities. 
However,  the  Commissioner  does  have 
the  responsibility  for  administering  the 
Guaranteed  Student  Loan  Program  in  a 
sound  and  prudent  manner.  When  an 
institution  comes  within  the  standards 
set  forth  in  this  section,  it  is  often  the 
result  of  problems  in  the  administration 
of  the  program  by  the  institution. 

When  the  Commissioner  determines 
that  an  institution  has  come  within  one 
or  more  standards  set  forth  in  this  sec¬ 
tion,  upon  notification  to  the  institution 
of  this  determination,  he  will  provide  it 
with  the  opportunity  to  response  to  these 
findings.  In  submitting  its  response,  an 
institution  is  encouraged  to  provide  evi¬ 
dence  showing  that  the  conditions  which 
the  Commissioner  has  found  to  exist  are 
not  a  result  of  problems  at  the  institu¬ 
tion  which  adversely  affect  the  Guar¬ 
anteed  Student  Loan  Program.  Where 
the  Institution  recognizes  that  the  Com¬ 
missioner’s  findings  are,  in  whole  or  in 
part,  a  result  of  the  institution’s  admin¬ 
istration  of  the  program,  the  institution 
is  encouraged  to  submit  a  plan  as  to  how 
it  would  propose  to  correct  or  improve 
on  the  conditions  set  forth  in  the  find¬ 
ings.  Where  the  Commissioner  has  rea¬ 
son  to  believe  that  the  institution  is 
meeting  its  commitments  to  its  commu¬ 
nity  and  students  and  that  it  is  properly 
carrying  out  its  responsibilities  under  the 
Guaranteed  Student  Loan  Program,  he 
will  not  initiate  any  further  action  under 
the  provisions  of  Subpart  G  of  these  reg¬ 
ulations  even  though  the  conditions  at 
the  institution  may  exceed  the  limits  set 
forth  in  paragraphs  (a)  through  (d)  of 
this  section.  Where  the  Commissioner 
finds  that  there  is  need  for  improvement, 
he  may  accept  the  institution’s  plan  for 
correcting  or  improving  the  conditions 
set  forth  in  the  Commissioner’s  findings. 
The  Commissioner  may  also,  pursuant  to 
the  provisions  of  Subpart  G,  Impose 
limitations  reasonably  intended  to  cor¬ 
rect  such  conditions. 

Comment.  Several  commenters  pointed 
out  that  it  would  not  be  appropriate  to 
consider  some  of  these  criteria  for  "initial 
participation”,  as  a  new  educational  in¬ 


stitution  would  not  have  a  default  rate, 
a  withdrawal  rate  for  loan  recipients  or  a 
degree  of  dependency  on  the  program. 

Response.  The  regulation  has  been 
modified  so  that  the  withdrawal  rate  re¬ 
lates  to  all  students  enrolled  at  the  in¬ 
stitution  without  regard  to  those  who 
have  obtained  student  loans.  While  it  is 
true  that  the  default  rate  and  the  rate 
of  dependency  on  the  program  would 
not  be  appropriate  measures  for  a  new 
educational  institution,  the  withdrawal 
rate  (as  modified)  and  the  institution’s 
financial  stability  are  still  considered 
relevant. 

Comment.  One  commenter  pointed  out 
that  the  30  day  period  to  respond  to  the 
Commissioner’s  findings  is  not  sufficient 
and  recommended  that  the  regulation 
be  modified  to  provide  for  a  period  not 
less  than  90  days. 

Response.  No  change  has  been  made 
to  the  regulation  in  this  regard.  The 
amount  of  time  specified  by  the  regula¬ 
tion  for  an  institution  to  make  a  response 
is  a  reasonable  time  but  in  any  event  not 
sioner  finds  that  the  use  of  a  30  day  pe¬ 
riod  would  impose  unusual  hardships  on 
an  institution,  he  may  provide  for  a 
longer  time  period. 

Comment.  A  number  of  institutions 
commented  that  they  should  not  be  held 
accountable  for  the  default  rate  of  their 
students  in  cases  where  the  institution 
is  not  the  lender.  The  lenders  should  be 
held  accountable  and  be  required  to  ex¬ 
ercise  more  diligence  in  the  collection  of 
loans. 

Response.  Regulations  governing  lend¬ 
ing  institutions  participating  in  the 
Guaranteed  Student  Loan  Program  are 
currently  being  revised  and  will  be  is¬ 
sued  as  proposed  regulations  later  this 
spring.  However,  there  is  a  good  deal  of 
evidence  which  reveals  a  high  correlation 
between  default  rates  and  the  educa¬ 
tional  institution  attended.  The  exist¬ 
ence  of  a  high  default  rate  for  students 
attending  a  particular  institution  may 
well  be  symptomatic  that  there  are  prob¬ 
lems  at  the  Institution  which  adversely 
affect  the  Guaranteed  Student  Loan 
Program. 

Comment.  A  few  commenters  urged 
that  the  default  rate  of  an  institution 
be  limited  only  to  those  defaults  on  which 
claims  have  been  filed  with  the  guaran¬ 
tor.  Other  commenters  suggested  that  the 
default  rate  be  defined  in  terms  of  dol¬ 
lars  of  defaults  rather  than  the  number 
of  students  or  loans  in  default.  It  was 
also  clear  from  comments  received  that 
many  institutions  did  not  have  an  ade¬ 
quate  understanding  of  the  definition 
of  the  term  “default  rate”. 

Response.  Section  177.66(a)  has  been 
modified  to  relate  to  the  dollar  amount 
of  loans  which  are  in  default  rather  than 
the  number  of  loans  as  was  stated  in  the 
proposed  rule.  However,  the  regulation 
was  not  modified  to  reflect  calculating 
the  default  rate  only  on  loans  for  which 
claims  have  been  filed  with  the  guaran¬ 
tor.  It  is  recognized  that,  in  most  cases, 
the  default  rate  can  be  calculated  only 
on  claims  filed.  However,  where  the  Com¬ 
missioner  has  knowledge  of  defaults  that 
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have  not  been  filed,  U  is  deemed  appro¬ 
priate  to  consider  such  information.  This 
is  especially  true  with  educational  in¬ 
stitutions  that  are  lenders  or  with  com- 
merical  lenders  who  make  loans 
primarily  to  students  attending  a  partic¬ 
ular  institution.  The  term  “default  rate'* 
is  defined  as  the  dollar  amount  of  loans 
which  are  in  default  divided  by  the  dol¬ 
lar  amount  of  all  loans  which  have 
reached  the  repayment  period.  Included 
in  the  denominator  of  this  fraction  are 
all  loans  which  have  been  paid  in  full  and 
those  which  have  entered  the  repayment 
period  Including  loans  which  are  in  de¬ 
fault,  whether  or  not  the  default  claim 
has  been  paid.  The  only  loans  excluded 
from  the  denominator  are  those  loans 
for  students  who  are  still  in  school  or  in 
the  9  to  12  month  grace  period. 

Comment.  There  were  a  number  of 
comments  made  with  regard  to  the  insti¬ 
tution’s  withdrawal  rate.  A  number  of 
schools  suggested  that  the  withdrawal 
rate  should  apply  to  the  total  student 
body,  not  just  those  who  borrow.  To  do 
otherwise,  would  discriminate  against 
schools  that  enroll  high  percentages  of 
low  income  and  minority  students  as 
well  as  against  publicly  supported  schools 
which,  by  law,  have  open  admission  poli¬ 
cies.  It  was  also  pointed  out  that  many 
college  students  withdraw  at  the  end  of 
the  semester  rather  than  during  a  given 
academic  period.  However,  vocational 
schools,  who  do  not  have  such  academic 
periods,  would  be  judged  on  withdrawals 
during  any  4  month  period.  It  was  rec¬ 
ommended  that  colleges  be  judged  on  the 
basis  of  those  students  who  do  not  return 
for  the  next  semester. 

Response.  The  regulation  has  been 
modified  to  relate  the  withdrawal  rate 
to  the  total  student  body  rather  than 
apply  only  to  student  borrowers.  In  ad¬ 
dition,  the  withdrawal  rate  will  now 
apply  to  an  academic  year.  For  those  in¬ 
stitutions  not  having  a  common  academic 
term  for  the  majority  of  its  students, 
the  prior  4  month  period  has  been  raised 
to  a  period  of  8  months.  In  calculating 
the  withdrawal  rate  only  matriculated 
students  will  be  included.  Students  who 
do  not  matriculate  at  the  Institution  will 
not  be  counted  in  computing  the  with¬ 
drawal  rate. 

Comment.  One  commenter  felt  that, 
in  order  to  avoid  the  20  percent  with¬ 
drawal  rate,  some  schools  may  retain 
students  who  they  know  are  not  qualified. 
The  commenter  recommended  that  this 
provision  be  stricken. 

Response.  As  Is  the  case  with  the  de¬ 
fault  rate,  it  is  felt  that  a  high  with¬ 
drawal  rate  may  be  symptomatic  of  other 
problems  in  the  administration  of  the 
Guaranteed  Student  Loan  Program  by 
the  institution.  Retaining  non -qualified 
students  may  well  affect  an  institution’s 
continued  accreditation  status,  its  efforts 
to  place  students  in  positions  of  employ¬ 
ment,  and  employer  attitudes  towards  the 
institution. 

Comment.  There  were  a  number  of 
comments  relating  to  8  177.66(c) ,  which 
relates  to  the  degree  the  institution  Is 
dependent  upon  the  Guaranteed  Student 


Loan  Program.  A  number  of  schools  felt 
that  it  would  be  difficult  to  relate  loans 
to  tuition  and  fees,  as  many  schools  are 
not  sure  which  dollars  came  from  loans 
and  that  at  some  low  tuition  schools, 
students’  loans  far  exceed  the  cost  of  tui¬ 
tion  and  fees.  It  was  also  pointed  out 
that  institutions  located  in  poverty  areas 
may  often  need  to  have  more  than  60 
percent  of  their  students  receiving  loans. 

Response.  As  a  result  of  the  comments 
received,  this  provision  has  been  rewrit¬ 
ten  to  relate  to  the  percentage  of 
students  receiving  loans  during  any  aca¬ 
demic  year  or,  where  an  institution  does 
not  have  a  common  academic  year  for 
the  majority  of  its  students,  during  any 
8  month  period. 

The  response  made  at  the  beginning  of 
this  section  relating  to  the  manner  in 
which  the  Commissioner  will  interpret 
8  177.66  addresses  the  issue  of  how  this 
provision  will  be  enforced. 

Comment.  There  are  a  number  of  com¬ 
ments  relating  to  8  177.66(d) ,  which  con¬ 
cerns  the  financial  stability  of  an  educa¬ 
tional  institution.  Some  commenters  felt 
that  the  requirement  for  a  CPA  pre¬ 
pared  statement  was  too  costly.  One  com¬ 
menter  asked  that,  in  California,  we  ac¬ 
cept  “Public  Accountants”.  Some  com¬ 
menters  asked  for  clarification  as  to 
which  fund  in  fund  accounting  was  to  be 
utilized,  as  there  are  often  several  funds. 
Others  pointed  out  that  an  institution 
can  operate  at  a  deficit  for  one  year  and 
still  be  sound  financially. 

Response.  Although  there  were  a  num¬ 
ber  of  suggested  technical  modifications 
to  this  provision,  only  one  change  has 
been  made  in  the  case  of  fund  account¬ 
ing,  to  specify  that  the  “current  or  oper¬ 
ating  fund”  is  the  one  of  interest  to  the 
Commissioner.  It  was  felt  that  most 
other  suggestions  could  be  interpreted 
within  the  language  of  the  existing  reg¬ 
ulation.  For  example,  “Public  Account¬ 
ants”  in  California  can  fall  within  the 
phrase  *  certified  public  accountant 
or  the  most  reasonable  equivalent  there¬ 
of.”  The  Commissioner  believes  that  it  is 
essential  to  require,  upon  reasonable  re¬ 
quest,  a  certified  financial  statement  in 
order  to  have  confidence  in  the  reliabil¬ 
ity  and  accuracy  of  the  financial  state¬ 
ments  of  the  institution.  For  further 
clarification  as  to  how  this  provision  will 
be  interpreted,  please  review  the  first 
response  under  this  section. 

3.  Subpart  G — Procedures  for  the 
Limitation,  Suspension  or  Termination 
of  Eligibility  for  Programs  under  this 
Part.  The  only  comments  received  re¬ 
lating  to  Subpart  G  were  in  connection 
with  8  177.73  Possible  sanctions.  How¬ 
ever,  one  change  has  been  made  to 
8  177.71,  Purpose  and  scope,  by  amend¬ 
ing  8  177.71(c)  to  emphasize  that  the 
provisions  of  Subpart  G  also  apply,  for 
purposes  of  imposing  limitations  on  an 
educational  institution,  as  a  result  of  an 
institution  coming  within  the  terms  of 
8  177.66  of  Subpart  F.  A  similar  conform¬ 
ing  change  has  been  made  to  8  177.73 
(a) (6) . 

Section  177.73  Possible  sanctions. — 
Comment.  A  few  commenters  expressed 
concern  that  a  sanction  could  be  im¬ 


posed  limiting  the  number  of  students 
at  an  institution  that  could  receive  loans 
under  the  Guaranteed  Student  Loan 
Program.  It  was  felt  that  this  could  hurt 
poor  schools  that  are  more  dependent  on 
student  loans  than  some  of  the  wealthier 
schools  and  that  safeguards  are  needed 
to  protect  students  against  the  power 
the  regulations  give  to  the  OE  designated 
official. 

Response.  The  response  indicating  the 
intent  of  the  Commissioner  in  imple¬ 
menting  §  177.66  is  also  applicable  in  this 
case.  Sanctions  will  be  imposed  only  after 
the  institution  is  provided  an  opportu¬ 
nity  to  present  its  case  and  the  evidence 
Indicates  that  the  Institution  is  not  prop¬ 
erly  carrying  out  its  responsibilities  un¬ 
der  the  Guaranteed  Student  Loan  Pro¬ 
gram.  Institutions  may  appeal  any  limi¬ 
tation  pursuant  to  the  provisions  of 
8  177.77  and  8  177.78.  The  Commissioner 
believes  that  these  provisions  provide 
Institutions  with  the  necessary  assur¬ 
ances  that  they  will  receive  fair  and 
equitable  decisions  in  the  event  that  pro¬ 
cedures  are  applied  pursuant  to  Sub¬ 
part  G. 

Comment.  A  few  commenters  stated 
that  the  sanction  requiring  an  institu¬ 
tion  to  obtain  a  bond  to  assure  that  it 
will  meet  its  financial  obligations 
could  result  in  a  prohibitive  cost  to  the 
institution. 

Response.  The  basic  method  of  assur¬ 
ing  fairness  in  the  process  of  imposing 
sanctions  is  in  the  system  itself.  The 
Commissioner  has  no  desire,  nor  intent, 
to  impose  unreasonable  administrative 
or  financial  burdens  on  institutions.  The 
due  process  procedures  set  forth  in  Sub¬ 
part  G  are  designed  to  assure  that  fair¬ 
ness  is  inherent  in  the  system. 

Comment.  Several  commenters  ex¬ 
pressed  concern  that  the  provision  of 
8  177.73(a)(6)  was  too  much  of  a 
“catchall  provision”  and  provided  too 
much  freedom  to  the  Office  of  Education 
which  could  adversely  affect  educational 
institutions. 

Response.  Other  requirements  or  con¬ 
ditions  may  be  imposed  only  if  they  meet 
the  tests  specified:  e.g.  they  are  rea¬ 
sonable  and  appropriate,  there  is  a  high 
probability  they  will  accomplish  what  is 
intended  and  they  will  be  consistent 
with  program  purposes.  If  an  institution 
feels  that  the  sanction  does  not  meet 
these  criteria,  it  may  appeal  pursuant  to 
8  177.77  and  8  177.78. 

Comment.  One  commenter  requested 
clarification  as  to  the  conditions  under 
which  payments  may  be  required  of 
schools  under  8  177.73(b) . 

Response.  Both  8  177.46  and  §  177.63 
set  forth  certain  conditions  regarding 
the  disbursement  and  refund  of  monies 
to  students  borrowing  under  the  Guar¬ 
anteed  Student  Loan  Program.  When 
the  procedures  are  not  correctly  fol¬ 
lowed,  it  is  possible  that  the  Office  of 
Education  may  make  payments  of  in¬ 
terest  benefits  and  special  allowances  to 
lenders  in  amounts  greater  than  would 
otherwise  be  warranted  if  correct  pro¬ 
cedures  had  been  followed  by  the  insti¬ 
tution.  Therefore,  in  order  to  recover 
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these  excess  payments,  the  Office  of  Edu¬ 
cation  may  direct  a  school  to  restore 
amounts  equal  to  the  excess  payments 
either  to  the  lender  or  the  Office  of 
Education. 

Comments  not  related  to  specific  regu¬ 
latory  provisions. — Comment.  A  number 
of  commenters  recommended  modifica¬ 
tions  such  as: 

1.  Provide  an  administrative  allowance  for 
schools. 

2.  Permit  deferment  for  half-time  study. 

3.  Increase  academic  workload  required 
for  student  to  enter  grace  period  from  pres¬ 
ent  half-time  status. 

4.  Authorize  hardship  deferments. 

5.  Eliminate  or  reduce  the  grace  period  for 
dropouts. 

6.  Permit  student  option  to  begin  repay¬ 
ment  prior  to  end  of  grace  period. 

7.  Shorten  maximum  10  year  repayment 
period. 

8.  Establish  advisory  board  of  borrowers, 
student  leaders  and  lenders  who  could  for¬ 
give  loans  granted  under  false  and  mislead¬ 
ing  circumstances. 

9.  Loans  should  be  made  and  collected  by 
schools  with  funds  provided  by  banks. 

10.  Students  should  not  be  permitted  loans 
until  their  period  at  actual  enrollment  has 
carried  them  beyond  that  period  of  time 
when  refunds  would  be  due  if  they  withdrew 
from  school. 

Response.  Each  of  these  recommenda¬ 
tions  would  require  statutory  changes  to 
the  program’s  enabling  legislation  and 
may  not  be  Implemented  by  administra¬ 
tive  regulations. 

Comment.  The  following  comments 
were  submitted  as  suggestions  for  modi¬ 
fication  to  the  regulations. 

1.  Establish  standards  for  pre-loan  coun- 
selllng  by  both  schools  and  lenders. 

2.  Require  a  10  day  “coollng-ofl”  period 
from  the  time  the  student  is  accepted  for 
enrollment  before  he  is  obligated  to  make 
payments  to  the  school.  This  would  be  con¬ 
sistent  with  similar  requirements  of  the  PTC 
and  the  Veterans  Administration. 

8.  Exit  interviews  should  be  required  of 
all  students. 

4.  Forgive  loans  for  insolvency  or  fraud  by 
school. 


.Response.  These  provisions  were  not 
Included  In  the  proposed  regulations 
and  therefore  could  not  be  included  In 
final  regulations.  Consideration  will,  of 
course,  be  given  to  these  and  other 
changes  for  future  regulatory  proposals. 

B.  Effect  of  proposed  Trade  Regula¬ 
tion  Rule  of  the  Federal  Trade  Com¬ 
mission.  The  Federal  Trade  Commission 
(FTC)  has  proposed  regulations  cover¬ 
ing  proprietary  schools  and  other  orga¬ 
nizations  marketing  educational  pro¬ 
grams.  Their  regulations  cover  a  number 
of-  subjects  including  refund  policies  and 
disclosure  of  information  which  are  also 
the  subject  of  these  regulations.  These 
regulations  do  not  refer  to  the  FTC 
regulations  because  it  will  be  several 
months  before  they  are  in  final  form  and 
the  exact  provisions  will  be  known.  The 
U.S.  Office  of  Education  expects  to  work 
closely  to  cooperate  with  the  FTC,  both 
in  the  drafting  and  enforcement  of  ap¬ 
plicable  regulations. 

C.  Effect  of  the  Buckley  Amendment. 
Section  177.71  has  been  amended  to  indi¬ 


cate,  along  with  Title  VI  of  the  Civil 
Rights  Act  of  1964  and  Title  IX  of  the 
Education  Amendments  of  1972,  that  the 
provisions  of  Subpart  G  of  these  regu¬ 
lations  do  not  apply  to  administrative 
action  by  the  Department  of  Health, 
Education,  and  Welfare  based  on  any 
alleged  violation  of  the  Family  Educa¬ 
tional  Rights  and  Privacy  Act  of  1974 
(often  referred  to  as  the  Buckley  Amend¬ 
ment).  Because  of  numerous  inquiries 
and  complaints  regarding  the  Buckley 
Amendment  as  it  relates  to  the  Guaran¬ 
teed  Student  Loan  Program,  it  seems 
pertinent  to  note  that  there  is  no  pro¬ 
vision  of  that  legislation  that  should  be 
construed  to  prohibit  an  educational  in¬ 
stitution  from  providing  lenders,  guaran¬ 
tee  agencies  or  the  Office  of  Education 
with  information  concerning  the  enroll¬ 
ment  status  or  address  of  any  student 
who  has  obtained  a  loan  under  the  Guar¬ 
anteed  Student  Loan  Program.  Such  in¬ 
formation  is  vital  to  the  effective  admin¬ 
istration  of  this  program  and  educational 
institutions  are  encouraged  to  cooperate 
with  lenders  and  guarantors  in  every 
reasonable  way  possible. 

D.  Effective  date.  Pursuant  to  section 
431(d)  of  the  General  Education  Pro¬ 
visions  Act,  as  amended  (20  U.S.C.  1232 
(d) )  these  regulations  have  been  trans¬ 
mitted  to  the  Congress  concurrently  with 
the  publication  of  this  document  in  the 
Federal  Register.  That  section  provides 
that  regulations  subject  thereto  shall 
become  effective  on  the  forty-fifth  day 
following  the  date  of  such  transmission, 
subject  to  the  provisions  therein  con¬ 
cerning  Congressional  action  and 
adjournment. 

It  is  also  recognized  that  a  number  of 
the  provisions  of  these  regulations  may 
require  a  substantial  new  commitment 
or  effort  on  the  part  of  an  educational 
Institution  and  that  it  may  take  a  period 
of  time  in  order  for  the  institution  to 
bring  itself  into  full  compliance  with  the 
requirements  set  forth  herein.  Institu¬ 
tions  should  make  a  good  faith  effort  to 
comply  with  the  provisions  of  these  regu¬ 
lations  as  soon  as  possible.  The  Com¬ 
missioner  will  take  into  consideration 
those  circumstances  that  may  prevent 
the  institution  from  implementing  these 
provisions  on  the  effective  date  of  these 
regulations.  However,  it  is  expected  that 
most  requirements  should  be  operational 
for  any  academic  year  or  school  term 
beginning  after  August  1,  1975. 


(Catalog  of  Federal  Domestic  Assistance  No. 
13.460,  Guaranteed  Student  Loan  Program) 

Dated:  February  1, 1975. 

T.  H.  Bell, 

U.S.  Commissioner 
of  Education. 

Approved:  February  12,  1975. 

Caspar  W.  Weinberger, 

Secretary  of  Health, 

Education,  and  Welfare. 

1.  Section  177.1  is  amended  by  revising 
paragraphs  (e)  and  (g)  thereof  and  add¬ 
ing  paragraphs  (i)  and  (r)  thereto,  to 
read  as  follows: 


§  177.1  Definitions. 

*  *  #  *  * 

(e)  “Eligible  institution”  or  “institu¬ 
tion”  means  (1)  an  Institution  of  higher 
education,  (2)  a  vocational  school,  or  (3) 
with  respect  to  students  who  are  na¬ 
tionals  of  the  United  States,  an  institu¬ 
tion  outside  the  states  which  is  com¬ 
parable  to  an  institution  of  higher 
education  or  to  a  vocational  school  and 
which  has  been  approved  by  the  Com¬ 
missioner  for  purposes  of  this  part.  In 
cases  where  the  Commissioner  does  not 
determine  the  entire  institution  to  be 
eligible,  this  term  includes  only  those 
individual  units  or  programs  within  an 
institution  which  have  been  determined 
by  the  Commissioner  to  meet  all  require¬ 
ments  for  institutional  eligibility  pur¬ 
suant  to  paragraphs  (f)  or  (g)  of  this 
section. 


(g)  “Vocational  school”  means  a  busi¬ 
ness  or  trade  school,  technical  Institution 
or  other  technical  or  vocational  school  in 
any  State  which  (1)  admits  as  regular 
students  only  persons  who  have  com¬ 
pleted  or  left  elementary  or  secondary 
school  and  who  have  demonstrated  the 
ability  to  benefit  from  the  training  of¬ 
fered  by  such  institution  pursuant  to  the 
provisions  of  8  177.65;  (2)  is  legally  au¬ 
thorized  to  provide,  and  provides  within 
that  State,  a  program  of  postsecondary 
vocational  or  technical  education  which 

(i)  is  designed  to  provide  occupational 
skills  more  advanced  than  those  gen¬ 
erally  provided  at  the  high  school  level 
and  to  fit  individuals  for  useful  em¬ 
ployment  in  recognized  occupations, 

(ii)  provides  no  less  than  300  clock  hours 
of  classroom  instruction  or  its  equivalent 
or,  in  the  case  of  a  program  offered  by 
correspondence,  requires  not  less  than  an 
average  of  12  hours  of  preparation  per 
week  over  any  12  week  period  and  com¬ 
pletion  in  not  less  than  6  months,  and 
(ill)  in  the  case  of  a  flight  school  pro¬ 
gram,  maintains  current  valid  certifica¬ 
tion  by  the  Federal  Aviation  Administra¬ 
tion  and  is  approved  for  veterans  train¬ 
ing  according  to  procedures  established 
by  •  the  Veterans  Administration;  (3) 
has  been  in  existence  for  2  years  or 
has  been  specially  determined  by  the 
Commissioner  pursuant  to  regulation 
to  be  an  institution  meeting  the  other 
requirements  of  this  paragraph  and 
to  be  eligible  to  participate  in  pro¬ 
grams  under  this  part;  and  (4)  (i)  is  ac¬ 
credited  by  a  nationally  recognized 
accrediting  agency  or  association  recog¬ 
nized  by  the  Commissioner  for  this  pur¬ 
pose,  or  (ii)  in  the  case  of  a  public 
institution  offering  postsecondary  voca¬ 
tional  education,  is  approved  by  a  State 
approval  agency  recognized  by  the  Com¬ 
missioner  for  this  purpose,  or  (ill)  if  the 
Commissioner  determines  that  there  is 
no  nationally  recognized  accrediting 
agency  or  association  qualified  to  ac¬ 
credit  institutions  of  the  particular 
category  encompassing  such  institution, 
is  approved  by  a  State  approval  agency 
recognized  by  the  Commissioner  for  this 
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purpose,  or  (iv)  if  the  Commissioner  de¬ 
termines  that  there  is  no  nationally 
recognized  accrediting  agency  or  asso¬ 
ciation  or  State  approval  agency  quali¬ 
fied  to  accredit  or  approve  institutions  of 
the  patricular  category  encompassing 
such  institution,  is  approved  by  the  Com¬ 
missioner’s  Advisory  Committee  on  Ac¬ 
creditation  and  Institutional  Eligibility, 
pursuant  to  standards  of  content,  scope, 
and  quality  prescribed  by  that  commit¬ 
tee  for  this  purpose.  An  institution  which 
has  been  approved  pursuant  to  clause 
(iv)  above  must,  in  order  to  remain  an 
eligible  institution,  become  accredited 
within  three  years  after  the  Commis¬ 
sioner  has  designated  a  nationally  recog¬ 
nized  accrediting  or  State  approval 
agency  for  the  particular  category  of 
institutions  which  encompasses  such  in¬ 
stitution.  For  the  purpose  of  this  para¬ 
graph,  the  Commissioner  shall  publish  a 
list  of  nationally  recognized  accrediting 
agencies  or  associations  and  State  ap¬ 
proval  agencies  which  he  has  determined 
to  be  reliable  authority  as  to  the  quality 
of  education  or  training  afforded. 

•  *  *  *  • 

(i)  “Student”  means  a  person  who  (1) 
is  a  national  of  the  United  States,  is  in 
the  United  States  for  other  than  a  tem¬ 
porary  purpose  and  intends  to  become  a 
permanent  resident  thereof,  or  is  a  per¬ 
manent  resident  of  the  Trust  Territory 
of  the  Pacific  Islands  (except  that  a  stu¬ 
dent  attending  an  institution  outside  the 
States  must  be  a  national  of  the  United 
States) ;  (2)  has  a  certificate  of  gradua¬ 
tion  from  a  school  providing  secondary 
education  or  the  recognized  equivalent  of 
such  certificate  or,  in  the  case  of  a  voca¬ 
tional  school  student,  attends  neither 
elementary  nor  secondary  school,  is  be¬ 
yond  the  age  of  compulsory  school  at¬ 
tendance  in  the  jurisdiction  where  he 
lives,  and  has  demonstrated  the  ability 
to  benefit  from  the  training  offered  by 
such  vocational  school  pursuant  to  the 
provisions  of  §  177.65;  (3)  is  enrolled  at 
an  eligible  institution  and  in  good  stand¬ 
ing  (as  determined  by  the  institution)  or 
has  been  accepted  for  enrollment  at  an 
eligible  institution;  (4)  plans  to  carry  or 
is  carrying,  during  the  period  for  which 
the  loan  is  intended,  at  least  one-half 
the  normal  full-time  workload  as  deter¬ 
mined  by  the  institution;  (5)  if  enrolled 
in  a  program  of  study  by  correspondence, 
plans  to  engage  or  is  engaging  in  an 
average  of  at  least  12  hours  of  prepara¬ 
tion  per  week  over  any  12  week  period 
during  which  he  is  so  enrolled;  and  (6) 
if  enrolled  in  a  flight  school  program  at 
a  vocational  school  or  institution  of 
higher  education,  plans  to  pursue  or  is 
pursuing  a  full-time  program  leading  to 
commercial  flight  ratings,  has  completed 
ground  school  training  or  is  taking  it 
concurrently  with  flight  training,  holds 
a  private  pilot's  certificate  (or  has  suf¬ 
ficient  flight  hours  to  qualify  for  such 
certificate) ,  and  holds  at  least  a  Class-n 
medical  certificate.  This  term  also  in¬ 
cludes  a  person  who  does  not  have  a  cer¬ 
tificate  required  by  paragraph  (1)  (2)  of 
this  section,  but  otherwise  meets  the  re¬ 
quirements  of  this  paragraph  and  has 
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been  admitted  by  an  Institution  of 
higher  education  which  admits  a  small 
proportion  of  such  persons  . 

•  •  •  •  • 

(r)  “Matriculate”  means  that  a  stu¬ 
dent  has  completed  all  the  requisite  steps 
in  the  enrollment  and  registration 
process  and  has  commenced  the  attend¬ 
ance  period.  In  the  case  of  a  program  of 
study  by  correspondence,  the  student 
shall  be  deemed  to  have  commenced  at¬ 
tendance  by  submission  of  one  lesson. 

(20  U.S.C.  1077(a)  (1),  1078(b)  (1)  (I) ,  1082 
(a)(1),  1085(a),  (c),  and  1087-l(b)) 

2.  Section  177.46  is  amended  by  re¬ 
vising  paragraphs  (c)  and  (d)  and  by 
adding  paragraph  (c-1)  to  read  as 
follows: 

§  177.46  Disbursement  and  repayment 

of  loans. 

•  •  *  •  • 

(c)  Disbursement  by  a  lender  which 
is  not  an  educational  institution.  (1)  A 
lender  which  is  not  an  educational  insti¬ 
tution  may  not  make  a  disbursement  of 
any  loan  proceeds  earlier  than  is  reason¬ 
ably  necessary  to  meet  the  purposes  for 
which  the  loan  is  being  made  and  in  no 
case,  except  as  approved  by  the  Com¬ 
missioner,  earlier  than  30  days  prior  to 
the  date  on  which  the  student  is  sched¬ 
uled  to  matriculate.  If  a  loan  is  disbursed 
in  installments,  the  proceeds  disbursed 
for  use  during  a  given  semester,  quarter 
or  term  should  not  be  greater  than  the 
amount  required  by  the  student  for  that 
academic  period. 

(2)  If  the  borrower  authorizes  the 
lender,  in  writing,  to  disburse  the  pro¬ 
ceeds  of  the  loan  to  an  educational  in¬ 
stitution  (by  an  instrument  either  made 
payable  only  to  the  institution  or  made 
payable  jointly  to  the  institution  and  the 
student) ,  the  lender  may  do  so,  but  must 
notify  the  borrower  in  writing,  when  any 
part  of  the  loan  has  been  disbursed.  In 
such  cases,  the  institution  shall  disburse 
the  proceeds  of  the  loan  to  the  student 
as  set  forth  in  paragraph  (c-1)  (2)  of  this 
section.  However,  if  the  institution  de¬ 
termines  that  it  does  not  have  the  ability 
to  administer  such  disbursements  prop¬ 
erly,  it  may  return  the  loan  proceeds  to 
the  lender  for  disbursement  to  the  stu¬ 
dent.  In  cases  where  the  student  ekes  not 
matriculate  in  the  institution  for  an  aca¬ 
demic  period  for  which  he  has  received  a 
loan  under  this  part,  the  institution  must 
promptly  notify  the  lender  and  return 
the  proceeds  of  the  loan  to  the  lender. 

(c-1)  Disbursement  by  a  lender  which 
is  an  educational  institution.  (1)  An 
eligible  institution  acting  as  a  lender 
or  making  disbursements  pursuant  to 
paragraph  (c)  (2)  of  this  section  may  not 
make  a  disbursement  of  any  loan 
proceeds  to  a  student  earlier  than  is 
reasonably  necessary  to  meet  the  pur¬ 
poses  for  which  the  loan  is  being  made. 
The  Commissioner  will  not  honor  a  de¬ 
fault  claim  based  upon  a  disbursement, 
for  an  amount  greater  than  that  reason¬ 
ably  necessary  to  enable  the  student  to 
travel  from  his  residence  to  the  institu¬ 
tion,  to  a  student  who  failed  to  matric¬ 


ulate  at  that  institution  dining  the  aca¬ 
demic  period  for  which  the  loan  was 
made.  A  disbursement  for  the  purpose 
of  a  required  resident  training  portion  of 
a  correspondence  course  shall  not  be 
made  until  such  time  as  the  student  com¬ 
mences  resident  training. 

(2)  Unless  otherwise  approved  or  re¬ 
quired  by  the  Commissioner,  an  eligible 
institution  shall  (except  for  loans  of  less 
than  $400)  make  disbursements  in 
multiple  Installments,  as  set  forth  in  sub¬ 
divisions  (i),  (ii)  and  (iii)  of  this  sub- 
paragraph.  Moreover,  the  proceeds 
disbursed  for  use  during  a  given  se¬ 
mester,  quarter  or  term  shall  not  be 
greater  than  the  amount  required  by  the 
student  for  that  academic  period  and  the 
amount  of  the  initial  disbursement  (ex¬ 
cept  for  amounts  advanced  for  travel  ex¬ 
penses)  shall  not  be  greater  than  one 
half  of  the  total  loan  amount. 

(i)  With  regard  to  a  loan  disbursed 
by  an  educational  institution  (other  than 
for  a  program  of  study  by  correspond¬ 
ence)  to  a  student  for  a  full  academic 
year,  and  such  academic  year  consists 
of  2  or  more  academic  sessions  (e.g.  se¬ 
mester,  quarter,  or  trimester),  the  fre¬ 
quency  of  installments  shall  coincide 
with  the  frequency  of  sessions  which 
form  an  academic  year  (e.g.,  two  install¬ 
ment  disbursements  for  those  institu¬ 
tions  utilizing  a  two  semester  system). 
Disbursement  of  a  loan  made  to  a  stu¬ 
dent  for  a  portion  of  the  academic  year 
need  not  be  made  for  less  than  a  single 
session. 

(ii)  With  regard  to  a  loan  disbursed 
by  an  educational  institution  (other  than 
for  a  program  of  study  by  correspond¬ 
ence)  which  does  not  have  an  academic 
year  consisting  of  2  or  more  sessions,  in¬ 
stallments  shall  be  made  in  intervals 
not  greater  than  four  months.  With  re¬ 
gard  to  a  loan  made  to  a  student  for  a 
period  of  4  months  or  less,  disbursement 
may  be  made  in  a  single  payment. 

(iii)  With  regard  to  a  loan  disbursed 
for  correspondence  study,  installments 
shall  be  made  in  intervals  not  greater 
than  six  months. 

(3)  The  Commissioner  may,  pursuant 
to  Subpart  G  of  this  part,  require  an  in¬ 
stitution  that  is  a  lender  to  utilize  a  spe¬ 
cial  promissory  note  which  provides  that 
the  student’s  obligation  with  regard  to 
the  loan  amount  is  dependent  upon  the 
student’s  continued  enrollment  during 
the  academic  period  for  which  the  loan 
was  made  and  is  proportionate  to  the 
percentage  of  such  period  which  he  has 
completed. 

(d)  Commencement  of  repayment. 
The  note  evidencing  a  loan  shall  provide 
for  repayment  of  the  principal  amount 
together  with  interest  thereon,  in  peri¬ 
odic  installments  beginning  not  earlier 
than  9  months  nor  later  that  1  year 
after  the  date  on  which  the  student 
ceases  to  carry  at  an  eligible  insti¬ 
tution  at  least  one-half  the  normal  full¬ 
time  academic  workload  as  determined 
by  that  institution:  Provided,  however. 
That  In  the  case  of  a  correspondence  stu¬ 
dent,  the  repayment  period  shall  begin 
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not  earlier  than  9  months  nor  later  than 
1  year  after  (1)  the  student’s  comple¬ 
tion  of  his  program,  or  (2)  the  expiration 
of  a  60  day  period  during  which  the  stu¬ 
dent  submits  no  assignments  (unless  the 
student,  by  submitting  assignments  in 
advance  of  the  schedule  required  by 
§  177.63(c) ,  has  not  fallen  more  than  60 
days  behind  such  schedule),  or  (3)  the 
expiration  of  a  60  day  period  following 
the  normal  time  established  by  the  school 
for  the  completion  of  the  program  and 
communicated  to  the  student  pursuant 
to  §  177.63(c),  whichever  comes  first, 
The  submission  of  one  or  more  assign¬ 
ments  more  than  60  days  after  the  pre¬ 
vious  submission  (or,  if  applicable,  more 
than  60  days  after  the  due  date  for  a 
scheduled  assignment)  shall  not  restore 
the  in-school  status  of  a  correspondence 
student  with  respect  to  his  loan:  Pro¬ 
vided,  however ,  That  the  institution  may 
permit  one  such  restoration  if  the  stu¬ 
dent  acknowledges  in  writing,  within 
such  60  day  period,  that  he  wishes  to 
continue  his  course  of  study  and  that  he 
fully  understands  his  responsibilities  to 
submit  lessons  on  a  timely  basis. 

(20  U.S.C.  1077(a),  1079(a),  1082(a)(1)  and 
1087-1 (a)  (2)) 

***** 

§  177.50  [Reserved] 

3.  S  177.50  is  deleted  and  reserved. 

4.  Part  177  is  amended  by  adding  new 
Subparts  F  and  G  thereto,  to  read  as 
follows: 

Subpart  F — Requirements  and  Standards  for 
Participating  Educational  Institutions 

Sec. 

177.61  Agreements  between  eligible  insti¬ 

tutions  and  the  Commissioner. 

177.62  Procedures,  records  and  reports. 

177.63  Refunds. 

177.64  Provision  of  information  to  a  pro¬ 

spective  student. 

177.66  Admissions  criteria  for  a  vocational, 
tirade  or  career  program. 

177.66  Additional  standards  for  evaluating 
an  eligible  institution. 

Authoritt:  20  U.S.C.  1082(a)  (1),  1085  (b), 
(c), 1087-1 (a). 

Subpart  F — Requirements  and  Standards 

for  Participating  Educational  Institutions 

§  177.61  Agreements  between  eligible 
institutions  and  the  Commissioner. 

(a)  (1)  Any  eligible  institution  seeking 
to  participate,  in  any  manner,  in  any  pro¬ 
gram  covered  under  this  part  shall  sub¬ 
mit  to  the  Commissioner  for  his  ap¬ 
proval,  on  a  form  provided  by  him,  an 
agreement  signed  by  an  appropriate  of¬ 
ficial  acknowledging  the  institution’s  ob¬ 
ligation  to  comply  with  all  applicable 
laws  and  all  applicable  regulations  set 
forth  in  this  part. 

(2)  The  agreement  provided  for  in 
paragraph  (1)  of  this  paragraph  shall 
be  for  a  term  of  2  years  and  be  renewable 
for  additional  terms  of  2  years.  A  shorter 
term  may,  however,  be  provided  if  the 
Commissioner  has  knowledge  that  the 
institution’s  accreditation  or  its  satisfac¬ 
tion  of  other  eligibility  requirements,  as 
set  forth  in  S  177.1,  will  be  effective  for 
less  than  2  years. 

(3)  If  a  participating  institution  un¬ 
dergoes  a  change  of  controlling  owner¬ 


ship  or  form  of  control.  Its  agreement 
shall  automatically  expire  at  the  time  of 
such  change.  In  such  instance,  continued 
participation  by  the  institution  In  loan 
programs  under  this  part  shall  require 
a  new  agreement  with  the  Commissioner 
and  continuation  of  the  institution’s  sta¬ 
tus  as  an  eligible  institution  under  this 
part. 

(4)  Institutions  outside  the  States 
shall  be  required  to  comply  with  the  pro¬ 
visions  of  this  part  only  to  the  extent 
determined  by  the  Commissioner  on  a 
case  by  case  basis. 

(b)  An  institution  designated  as  an 
“eligible  institution’’  on  the  effective  date 
of  this  regulation  shall  have  a  period  of 
90  days  to  submit  the  agreement  de¬ 
scribed  in  paragraph  (a)  of  this  section  in 
order  to  assure  continuous  participation 
in  programs  covered  under  this  part.  An 
institution  which  has  not  submitted  such 
agreement  by  the  end  of  this  90  day  pe¬ 
riod  will  be  subject  to  having  its  eligibility 
suspended  or  terminated  pursuant  to 
Subpart  G  of  this  part. 

(20U.S.C.  1082(a)  (1),  1087-l(a)) 

§  177.62  Procedures,  records  and  re¬ 
ports. 

(a)  Each  participating  Institution 
shall  establish  mid  maintain  such  ad¬ 
ministrative  and  fiscal  procedures  and 
records  as  may  be  necessary  to  ensure 
proper  and  efficient  administration  of 
any  funds  received  from  students  who 
have  obtained  loans  under  this  part,  to 
assure  that  the  rights  of  students  estab¬ 
lished  under  this  part  are  protected,  to 
protect  the  United  States  from  unreason¬ 
able  risk  of  loss  due  to  defaults,  and  to 
comply  specifically  with  all  applicable  re¬ 
quirements  set  forth  in  this  part. 

(b)  Each  participating  Institution 
shall  maintain  records,  with  respect  to 
each  student  who  receives  a  loan  under 
this  part,  regarding  the  student’s  admis¬ 
sion  (  to  the  extent  required  for  purposes 
of  9  177.65),  academic  standing,  periods 
of  attendance  (to  the  extent  required  for 
purposes  of  paragraph  (c)  of  this  section 
and  §  177.63) ,  courses  taken  and  place¬ 
ment  (if  the  institution  provides  a  place¬ 
ment  service  and  the  student  uses  such 
service) .  Such  records  will  also  be  main¬ 
tained  with  regard  to  the  determination 
of  need  for  interest  subsidies  on  the  stu¬ 
dent’s  loan,  receipt  and  disbursement  of 
loan  proceeds,  receipt  of  tuition  and  fees, 
and  refunds.  The  institution  shall  retain 
such  records  (which  may  be  stored  in 
microfilm  or  computer  format)  for  not 
less  than  5  years  (unless  otherwise  di¬ 
rected  by  the  Commissioner)  following 
the  date  the  student  graduates,  with¬ 
draws,  or  fails  to  matriculate  for  an 
academic  period  for  which  he  has  re¬ 
ceived  a  loan  under  this  part.  Copies 
of  reports  submitted  by  the  institu¬ 
tion  pursuant  to  this  section  and  other 
forms  utilized  by  the  institution  relating 
to  loans  made  under  this  part  shall  also 
be  retained  for  not  less  than  5  years  fol¬ 
lowing  their  completion,  unless  otherwise 
directed  by  the  Commissioner. 

(c)  Each  participating  institution 
shall  submit  such  reports  to  the  Com¬ 
missioner  or  to  lenders  at  such  times  and 


in  such  manner  as  the  Commissioner  may 
prescribe  concerning  the  changes  in  en¬ 
rollment  status  of  its  students  who  are 
borrowers.  Such  reports  shall  include 
timely  completion  of  the  Student  Status 
Confirmation  Report  (OE  Form  1072) 
and  the  notification  to  lenders,  on  forms 
provided  by  the  Commissioner  for  that 
purpose,  of  any  change  in  the  status  of  a 
student  borrower  to  less  than  half-time 
enrollment. 

(d)  The  Commissioner  or  his  desig¬ 
nee  may  audit  or  examine  the  institution 
with  respect  to  such  matters  pertaining 
to  the  institution’s  participation  in  pro¬ 
grams  covered  under  this  part  as  he 
deems  appropriate.  Each  participating 
Institution  shall  afford  access  to  rec¬ 
ords  required  by  paragraphs  (a)  and  (b) 
of  this  section  and  by  S  177.66(d)  at  any 
reasonable  time  to  the  Commissioner  or 
his  designee  as  needed  in  order  to  verify 
compliance  with  the  regulations  in  this 
part. 

(e)  In  the  event  of  the  closure,  termi¬ 
nation,  suspension  or  change  of  owner¬ 
ship  of  a  participating  institution,  the 
institution  or  its  successors  must  make 
provision  for  the  retention  of  the  records 
provided  for  in  paragraph  (b)  of  this 
section  and  for  the  access  to  such  rec¬ 
ords  by  the  Commissioner  as  provided 
for  in  paragraph  (d)  of  this  section. 
(20U.S.C.  1082(a)  (1),  1087-1  (a)) 

§  177.63  Refunds. 

(a)  Each  participating  institution 
shall  establish  a  fair  and  equitable  re¬ 
fund  policy,  under  which  it  shall  make 
a  refund  of  unearned  tuition,  required 
fees  and,  where  paid  to  the  institution, 
room  and  board  charges  to  a  student  who 
receives  a  loan  under  this  part  and  who 
does  not  matriculate  or  who  otherwise 
does  not  complete  the  period  of  study  for 
which  the  loan  was  advanced.  The  insti¬ 
tution  shall  make  such  policy  (including 
the  procedure  for  obtaining  a  refund) 
known  in  writing  to  the  student  prior  to 
his  initial  acceptance  for  entrollment  at 
the  institution  and  prior  to  each  aca¬ 
demic  year  in  which  he  enrolls  there¬ 
after. 

(b)  In  determining  whether  a  refund 
policy  is  fair  and  equitable,  the  Com¬ 
missioner  will  consider  the  following 
factors : 

(1)  Whether  the  refund  policy  takes 
into  consideration  the  period  for  which 
tuition,  and  other  required  fees  and  room 
and  board  charges  were  paid; 

(2)  Whether  the  refund  policy  takes 
into  consideration  the  length  of  time 
the  student  was  enrolled  at  the  institu¬ 
tion: 

(3)  Whether  the  refund  policy  takes 
into  consideration  the  kind  and  amount 
of  instruction,  equipment  and  other  serv¬ 
ices  provided  over  the  periods  described 
in  Paragraphs  (b)  (1)  and  (2)  of  this 
section; 

(4)  Whether  the  refund  policy  pro¬ 
duces  refunds  in  reasonable  and  equita¬ 
ble  amounts  when  the  considerations 
described  In  Paragraphs  (b)  (2)  and  (3) 
of  this  section  are  compared  with  that 
described  in  Paragraph  (b)  (1)  of  this 
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section:  Provided,  however,  That  an  in¬ 
stitution  may  retain  reasonable  *oes  not 
to  exceed  $100,  for  the  period  for  which 
tuition  and  other  fees  were  required.  In 
order  to  cover  application,  enro  lment, 
registration,  and  other  similar  charges; 

(5)  Whether  the  refund  policy  of  the 
institution  is  mandated  by  State  law; 
and 

(6)  Whether,  in  the  case  of  an  accred¬ 
ited  institution,  the  Commissioner  has 
approved  the  refund  policy  requirements 
of  the  pertinent  accrediting  body. 

(c)  For  purposes  of  this  section,  the 
date  on  which  a  student’s  period  of  en¬ 
rollment  shall  be  deemed  to  have  ended 
will  be: 

(1)  In  the  case  of  an  institution  of 
higher  education,  the  date  on  which  the 
student  notifies  the  institution  of  his 
withdrawal  or  the  date  on  which  the 
institution  determines  that  the  student 
has  withdrawn,  whichever  is  earlier; 

(2)  In  the  case  of  a  vocational  school 
(other  than  a  program  of  study  by  cor¬ 
respondence)  ,  the  date  on  which  the  stu¬ 
dent  .notifies  the  institution  of  his  with¬ 
drawal  or  the  date  of  the  expiration  of  a 
thirty  day  period  during  which  the  stu¬ 
dent  does  not  attend  any  classes  or  sub¬ 
mit  any  assignments,  whichever  occurs 
first.  An  institution  in  this  category  may, 
however,  upon  a  student’s  written  re¬ 
quest,  grant  a  leave  of  absence  not  to 
exceed  60  days;  if  the  student  does  not 
return  to  his  classes  or  scheduled  assign¬ 
ments  at  the  expiration  of  such  leave  of 
absence,  the  date  of  withdrawal  shall  be 
deemed  to  be  the  first  day  of  the  ap¬ 
proved  leave  of  absence:  Provided,  how¬ 
ever,  that  in  determining  the  amount  of 
a  refund  due  such  a  student,  the  institu¬ 
tion  may  consider  the  costs  of  any  serv¬ 
ices  actually  provided  to  the  student 
during  the  leave  of  absence.  Except  as 
approved  by  the  Commissioner,  only 
one  such  leave  of  absence  shall  be 
granted  to  a  student; 

(3)  In  the  case  of  a  program  of  study 
by  correspondence,  sixty  days  after  the 
due  date  of  a  required  lesson  which  the 
student  has  failed  to  submit,  unless  the 
student,  within  such  sixty  day  period, 
notifies  the  institution  in  writing  that  he 
is  not  withdrawing.  For  purposes  of  this 
section  and  §  177.46(d),  each  institu¬ 
tion  having  a  course  of  study  by  corre¬ 
spondence  must  establish  a  schedule  of 
the  number  of  lessons  in  the  course,  the 
intervals  at  which  lessons  are  to  be  sub¬ 
mitted,  the  date  by  which  the  course  is 
to  be  completed  for  purposes  of  this  part, 
and  the  period  of  time  within  which  any 
resident  training  must  be  completed. 
Such  a  schedule  must  conform  to  the 
requirements  set  forth  in  §  177.1(g)  (2) 
and  must  be  furnished  to  the  student 
prior  to  his  enrollment. 

(d)  Each  participating  institution 
shall  make  each  refund  which  is  due 
under  this  part  within  40  days  after  the 
date  on  which  the  student’s  period  of 
enrollment  has  ended:  Provided  That, 
in  the  case  of  a  student  whose  enroll¬ 
ment  has  ended  on  the  first  day  of  a 
leave  of  absence,  pursuant  to  subpara¬ 
graph  (c)  (2)  of  this  section,  the  refund 


shall  be  made  within  40  days  of  the  last 
day  of  such  leave  of  absence. 

(e)  In  determining  what  portion  of  a 
refund  which  is  due  under  this  part  shall 
be  payable  to  the  student,  the  institu¬ 
tion  shall  make  provision  for  the  refund 
requirements  of  other  forms  of  finan¬ 
cial  assistance  which  the  student  has 
received.  In  order  to  assure  that  an  equi¬ 
table  portion  of  the  refund  is  allocated 
to  the  loan  made  under  this  part,  the 
amount  of  the  refund  attributable  to 
such  loan  shall  not  be  less  than  an 
amount  which  bears  the  same  ratio  to 
the  total  amount  of  the  refund  as  the 
amount  of  such  loan  bears  to  the  amount 
determined  by  the  institution  to  be  the 
cost  of  education  for  such  student  at 
such  institution  for  the  period  of  enroll¬ 
ment  for  which  the  loan  was  made.  The 
net  amount  of  the  refund  which  is  pay¬ 
able  to  the  student  shall  be  paid  directly 
to  the  student  after  making  such  dis¬ 
bursements  as  may  be  authorized  to  the 
lender  or  holder  of  the  loan  by  the  stu¬ 
dent.  The  student  must  be  given  written 
notice  of  such  disbursements  or  pay¬ 
ments  made  on  his  behalf  out  of  the 
proceeds  of  a  refund. 

(f)  In  the  event  of  the  closure,  ter¬ 
mination,  suspension  or  change  of  own¬ 
ership  of  a  participating  institution,  the 
institution  or  its  successors  must  make 
provision  for  compliance  with  the  re¬ 
quirements  of  this  section  with  regard  to 
refunds  which  are  due  or  may  become 
due  for  students  who  obtained  loans  un¬ 
der  this  part  for  periods  of  attendance 
at  the  institution  prior  to  such  change 
in  status. 

(20  IT.S.C.  1082(a)  (1),  1087-1  (a) ) 

§  177.64  Provision  of  information  to  a 
prospective  student. 

Each  participating  institution  shall 
make  a  good  faith  effort  to  present  each 
prospective  student,  prior  to  the  time  the 
prospective  student  obligates  himself  to 
pay  tuition  or  fees  to  the  institution, 
with  a  complete  and  accurate  statement 
(including  printed  materials)  about  the 
institution,  its  current  academic  or 
training  programs,  and  its  faculties  and 
facilities,  with  particular  emphasis  on 
those  programs  in  which  the  prospective 
student  has  expressed  interest.  In  the 
case  of  an  institution  having  a  course  or 
courses  of  study,  the  purpose  of  which  is 
to  prepare  students  for  a  particular  voca¬ 
tion,  trade  or  career  field,  such  state¬ 
ment  shall  include  information  regard¬ 
ing  the  employment  of  students  enrolled 
in  such  courses,  in  such  vocation,  trade 
or  career  field.  Such  information  shall 
include  data  regarding  the  average  start¬ 
ing  salary  for  previously  enrolled  stu¬ 
dents  entering  positions  of  employment 
for  which  the  courses  of  study  offered 
by  the  institution  are  intended  as  prep¬ 
aration  and  the  percentage  of  such  stu¬ 
dents  who  obtained  employment  in  such 
positions.  This  information  shall  be 
based  on  the  most  recently  available 
data.  If  the  institution,  after  reasonable 
effort,  cannot  obtain  statistically  mean¬ 
ingful  data  regarding  its  own  students, 
it  may  use  the  most  recent  comparable 


regional  or  national  data.  Where  the 
data  the  institution  possesses,  regarding 
its  own  students,  is  more  than  3  years 
old  and  cannot  be  updated  after  reason¬ 
able  effort  by  the  institution  and  where 
there  is  available  comparable  regional 
or  national  data  at  least  3  years  more 
recent  than  the  institution’s  data,  the 
institution  shall  use  such  regional  or  na¬ 
tional  data. 

(20  U.S.C.  1082(a)(1),  1085(b),  (c)  1087-1 
(a)) 

§  177.65  Admissions  criteria  for  a  voca¬ 
tional,  trade  or  career  program. 

Each  participating  institution  holding 
itself  out  as  preparing  students  for  a 
particular  vocation  or  career  field  trade, 
shall,  prior  to  the  time  the  prospective 
student  obligates  himself  to  pay  tuition 
or  fees  to  the  institution,  make  a  de¬ 
termination,  based  on  an  appropriate 
examination  or  other  appropriate  cri¬ 
teria,  that  there  is  a  substantial  and 
reasonable  basis  to  conclude  that  such 
person  has  the  ability  to  benefit  from  the 
instruction  or  training  to  be  provided. 
(20  U.S.C.  1082(a)(1),  1085(b).  (C)  1087-1 

(a)) 

§  177.66  Additional  standards  for  eval¬ 
uating  an  eligible  institution. 

If  the  Commissioner  determines  that 
any  of  the  following  conditions  exist,  he 
may,  pursuant  to  the  provisions  of  Sub- 
part  G  of  this  part,  require  reasonable 
and  appropriate  measures  to  alleviate 
such  conditions  as  a  requirement  for  an 
institution’s  initial  or  continued  par¬ 
ticipation  in  programs  under  this  part: 
Provided,  however.  That  prior  to  initiat¬ 
ing  such  action,  the  Commissioner  shall 
inform  the  institution  of  his  findings 
and  provide  it  a  reasonable  period,  not 
less  than  30  days,  to  respond  to  such 
findings,  to  show  that  such  conditions 
do  not  have  an  adverse  effect  on  the  pro¬ 
gram,  or  to  submit  a  plan  as  to  those 
measures  it  will  voluntarily  initiate  to 
alleviate  such  conditions: 

(a)  The  dollar  amount  of  loans  made 
under  this  part  to  students  at  the  insti¬ 
tution  which  are  in  default  represents 
more  than  10  percent  of  the  dollar 
amount  of  all  such  loans  which  have 
reached  the  repayment  period; 

(b)  More  than  20  percent  of  the  stu¬ 
dents  at  the  institution  withdrew  from 
enrollment  at  such  Institution  (1)  during 
any  academic  year  or  (2)  where  an  insti¬ 
tution  does  not  have  a  common  academic 
year  for  the  majority  of  its  students, 
during  any  8  month  period:  Provided, 
That  only  those  students  enrolled  at  the 
beginning  of  such  academic  year  or  8 
month  period  shall  be  counted  for  pur¬ 
poses  of  this  provision; 

(c)  More  than  60  percent  of  the  stu¬ 
dents  at  the  institution  received  loans 
under  this  part  (1)  for  any  academic 
year,  or  (2)  where  an  institution  does 
not  have  a  common  academic  year  for 
the  majority  of  its  students,  for  any  8 
month  period;  or 

(d)  The  Institution’s  financial  condi¬ 
tion  is  such  that  it  is  unable  (1)  to  pro¬ 
vide  the  educational  services  for  which 
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Its  students  who  have  obtained  loans 
under  this  part  hare  enrolled;  (2)  to 
meet  its  obligations  to  refund  unearned 
tuition  and  fees;  or  (3)  to  provide  the 
administrative  resources  to  comply  with 
the  requirements  of  this  part.  An  insti¬ 
tution’s  financial  condition  will  be 
deemed  not  to  satisfy  these  requirements 

(i)  in  the  case  of  an  institution  utilizing 
accrual  accounting,  if  the  ratio  of  its 
current  assets  to  current  liabilities  falls 
below  1:1  at  the  conclusion  of  its  most 
recent  fiscal  year,  or  (ii)  in  the  case  of 
an  institution  utilizing  fund  accounting, 
if  the  current  or  operating  fund  reflects  a 
deficit  at  the  conclusion  of  its  most  re¬ 
cent  fiscal  year.  For  purposes  of  making 
this  determination,  the  institution  will 
make  available  to  the  Commissioner, 
upon  reasonable  request,  its  latest  finan¬ 
cial  statement  prepared  by  a  certified 
public  accountant  or  the  most  reasonable 
equivalent  thereof. 

(SO  DS.C.  1082(a)  (1),  1087-1  (a) ) 

Subpart  G — Procedures  for  the  Limitation,  Sus¬ 
pension  or  Termination  of  Eligibility  for  Pro¬ 
grams  Under  This  Part 

Sec. 

177.71  Purpose  and  scope. 

177.72  Definitions. 

177.73  Possible  sanctions. 

177.74  Effect  on  prior  participation. 

177.76  Informal  compliance  procedure. 

177.76  Suspension. 

177.77  Limitation  and  termination. 

177.78  Denial  or  limitation  of  Initial  appli¬ 

cation  or  reinstatement. 

Authority:  20  UJ3.C.  1080(d),  1082(a). 
1087-1 (a). 

Subpart  G — Procedures  for  the  Limitation, 
Suspension  or  Termination  of  Eligibility 
for  Programs  under  this  Part 

§  177.71  Purpose  and  scope. 

(a)  This  subpart  establishes  rules  and 
procedures  for  the  limitation,  suspension 
or  termination  of  the  eligibility  of  an 
institution  participating  In  programs 
under  this  part  and  of  a  lender  par¬ 
ticipating  in  the  Federal  Insured  Student 
Loan  Program  under  this  part  for  failure 
to  comply  with  applicable  laws,  regula¬ 
tions,  agreements  or  limitations  and,  for 
purposes  of  imposing  limitations  on  an 
institution,  as  a  result  of  an  Institution 
coming  within  the  terms  of  i  177.66  of 
Subpart  F. 

(b)  This  subpart  does  not  apply  to 
administrative  action  by  the  Department 
of  Health,  Education,  and  Welfare  based 
on  any  alleged  violation  of  Title  VI  of  the 
Civil  Rights  Act  of  1964,  which  is  gov¬ 
erned  by  Parts  80  and  81  of  this  Title, 
or  Title  IX  of  the  Education  Amend¬ 
ments  of  1972,  or  the  Ihmily  Educational 
Rights  and  Privacy  Act  of  1974  (section 
431  of  the  General  Education  Provisions 
Act,  as  amended) . 

(20  UJS.C.  1080(d) ,  1082(a),  1067-1  (a) ) 

§  177.72  Definition*. 

As  used  in  this  subpart: 

(a)  "Limitation”  means  the  continua¬ 
tion  of  an  institution's  or  a  lender’s  eli¬ 
gibility,  subject  to  compliance  with  spe¬ 
cial  conditions  or  restrictions  which  have 


been  set  as  a  result  of  a  failure  to  comply 
with  applicable  law,  regulations  or  agree¬ 
ments  or  as  a  result  of  an  institution 
coming  within  the  terms  of  S  177.66  of 
Subpart  F. 

(b)  “Suspension”  means  the  removal 
of  an  institution’s  or  a  lender’s  eligibility 
(or  portions  thereof)  for  a  specified 
period  of  time  or  until  the  occurrence  of 
one  or  more  specified  conditions. 

(c)  “Termination”  means  the  unquali¬ 
fied  removal  of  an  institution’s  or  lender’s 
eligibility  (or  portions  thereof)  for  an  in¬ 
definite  period  of  time. 

(d)  “Designated  OE  Official”  means  an 
official  of  the  Office  of  Education,  other 
than  the  Commissioner,  to  whom  the 
Commissioner  has  delegated  the  respon¬ 
sibilities  indicated  in  this  subpart. 

(20  UJ3.C.  1060(d) ,  1082(a),  1087-1  (a) ) 

§  177.73  Possible  sanctions. 

(а)  Limitations.  A  limitation  on  an  in¬ 
stitution’s  or  a  lender’s  participation 
established  under  this  part  may  include 
any  of  the  following: 

(1) A  limit  on  the  number  or  total 
amount  of  loans  which  a  lender  may 
make  under  the  Federal  Insured  Student 
Loan  Program; 

(2)  A  limit  on  the  number  or  percent¬ 
age  of  students  enrolled  in  an  institution 
who  may  receive  loans  under  this  part; 

(3)  A  limit  on  the  percentage  of  an  in¬ 
stitution’s  total  receipts  for  tuition  and 
fees  which  may  be  derived  from  loans 
under  this  part  for  a  stated  period  of 
time; 

(4)  A  requirement  that  an  institution 
obtain  a  bond,  in  an  appropriate  amount, 
to  provide  assurance  that  It  will  be  able 
to  meet  its  financial  obligations  to  stu¬ 
dents  enrolled  in  such  institution  who 
have  received  loans  under  this  part; 

(5)  A  requirement  that  an  institution, 
acting  as  a  lender,  utilize  a  special  prom¬ 
issory  note  form  as  provided  in  §  177.46 
(c-1)  (3) ;  and 

(б)  Such  other  requirements  or  condi¬ 
tions  as  a  designated  OE  official,  an  Ad¬ 
ministrative  Law  Judge  or  the  Commis¬ 
sioner  may  determine:  (1)  Are  reason¬ 
able  and  appropriate  as  a  direct  means 
of  correcting  a  violation  of  applicable 
laws,  regulations  or  agreements  or  of 
correcting  a  condition  coming  within  the 
terms  of  §  177.66  of  Subpart  P;  (Ii)  have 
a  high  probability  for  successfully  cor¬ 
recting  such  violation  or  condition;  and 
(iii)  will  promote  the  purposes  of  the 
programs  provided  for  in  this  part. 

(b)  Reimbursements  and  refunds.  As 
part  of  any  decision  resulting  in  a  limita¬ 
tion,  suspension,  or  termination  under 
this  subpart,  a  designated  OE  official,  an 
Administrative  Law  Judge  or  the  Com¬ 
missioner  may  also  require  an  institution 
or  lender  to  take  such  other  corrective 
action  as  is  reasonable  and  appropriate 
to  remedy  a  violation  of  applicable  laws, 
regulations,  agreements  or  limitations. 
Such  corrective  action  may  include  pay¬ 
ment,  to  the  Office  of  Education  or  to  re¬ 
cipients  designated  by  the  designated  OE 
official,  the  Administrative  Law  Judge  or 
the  Commissioner,  for; 


(1)  Ineligible  interest  benefits,  special 
allowances,  or  other  claims  paid  by  the 
Commissioner; 

(2)  Discounts,  premiums  or  excess  in¬ 
terest  paid  in  violation  of  §  177.6(e) ;  or 

(3)  Refunds  due  to  students  under  the 
regulations  of  this  part. 

(20UA.C.  1080(d),  1082(a),  1087-1  (a)) 

§  177.74  Effect  on  prior  participation. 

An  action  under  this  subpart  resulting 
In  tiie  limitation,  suspension  or  termina¬ 
tion  of  an  institution  or  lender  shall  not 
affect  any  of  its  responsibilities  arising 
from  participation  in  programs  under 
this  part  prior  to  the  date  of  such  action. 
Nor  shall  such  action  impair  any  bene¬ 
fits  or  claims  to  which  an  institution  or 
lender  may  be  entitled  based  on  Its  par¬ 
ticipation  prior  to  such  action,  except 
that  if  such  action  results  in  a  require¬ 
ment  that  such  institutions  or  lenders 
make  payments  to  the  Office  of  Educa¬ 
tion,  then  such  payments  may  be  used 
as  offsets  against  such  benefits  or  claims. 
(20  VS.C.  1060(d),  1082(a),  1087-1  (a)) 

§  177.75  Informal  compliance  proce¬ 
dure. 

If  a  designated  OE  official  receives  a 
complaint,  or  has  other  information 
which  he  believes  to  be  reliable,  indicat¬ 
ing  that  a  violation  of  applicable  laws, 
regulations,  agreements  or  limitations 
has  occurred  or  is  occurring,  the  desig¬ 
nated  OE  official  shall  call  such  matter  to 
the  attention  of  the  institution  or  lender 
Involved  and  shall  give  such  institution 
or  lender  a  reasonable  opportunity  to 
respond  to  the  allegation  and,  if  the  al¬ 
leged  violation  occurred,  to  show  that  it 
has  been  corrected  or  to  submit  an  ac¬ 
ceptable  plan  as  to  those  measures  which 
will  be  undertaken  to  correct  the  viola¬ 
tion  and  to  prevent  its  recurrence.  The 
procedures  provided  in  S§  177.76  and 
177.77  for  limitation,  suspension  or 
termination  need  not  be  delayed  during 
such  informal  compliance  procedure  if 
the  designated  OE  official  believes  that 
such  delay  would  have  an  adverse  effect 
on  programs  covered  under  this  part  or 
believes  that  such  informal  compliance 
procedure  will  not  result  in  a  successful 
resolution  of  the  alleged  violation. 

(20  US.C.  1080(d) ,  1082(a) ,  1087-1  (a)  ) 

§  177.76  Suspension. 

(a)  Scope  and  duration.  A  suspension 
may  affect  all  aspects  of  an  institution’s 
or  lender’s  participation  in  programs  un¬ 
der  this  part  or  only  a  portion  thereof. 
The  duration  of  a  suspension  may  be 
set  to  extend  until  the  designated  OE 
official  has  determined  that  the  basis  for 
the  suspension  has  been  removed  and 
that  a  repetition  of  such  violation  ap¬ 
pears  unlikely:  Provided,  however.  That 
the  period  of  suspension  shall  not  exceed 
60  days,  unless  the  Institution  or  lender 
and  the  designated  OE  official  agree  to 
an  extension  or  unless  limitation  or  ter¬ 
mination  proceedings  are  Initiated  pur¬ 
suant  to  S  177.77  within  this  period  of 
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time,  in  which  case  the  period  of  suspen¬ 
sion  may  be  extended  until  the  comple¬ 
tion  of  such  proceedings,  including  any 
appeal  which  may  be  made  to  the  Com¬ 
missioner. 

(b)  Procedures.  (1)  Except  as  pro¬ 
vided  in  paragraph  (c)  of  this  section, 
suspensions  shall  only  be  made  pursuant 
to  notice  and  opportunity  to  show  cause 
as  provided  in  this  paragraph. 

02)  Suspension  proceedings  shall  be 
initiated  by  a  designated  OE  official  mail¬ 
ing  to  the  institution  or  lender  in  ques¬ 
tion  a  notice,  by  certified  mail  with  re¬ 
turn  receipt  requested: 

(i)  Informing  the  institution  of  the 
Office  of  Education’s  intent  to  suspend 
the  institution’s  or  lender’s  eligibility  and 
of  the  basis  for  such  action; 

(ii)  Specifying  the  proposed  effective 
date  of  the  suspension  and  the  conse¬ 
quences  of  such  action;  and 

(iii)  Informing  the  institution  or 
lender  of  its  rights,  if  exercised  within 
a  stated  period  of  time,  to  submit  writ¬ 
ten  material  and  to  request  an  informal 
meeting  to  show  cause  why  such  action 
should  not  be  taken,  prior  to  the  time  the 
suspension  becomes  effective.  The  notice 
shall  also  provide  information  abotit  the 
nature  of  the  meeting  and  such  other  in¬ 
formation  about  the  matter  as  the  desig¬ 
nated  OE  official  may  determine  appro¬ 
priate.  The  notice  shall  also  invite  vol¬ 
untary  efforts  to  correct  the  violation 
which  led  to  the  initiation  of  these 
proceedings. 

(3)  The  proposed  effective  date  for 
suspension  provided  for  in  paragraph  (b) 

(2)  of  this  section  shall  not  be  less  than 
15  days  after  the  notice  of  intent  has 
been  sent.  The  period  of  time  within 
which  the  institution  or  lender  may  sub¬ 
mit  written  material  or  request  a  meet¬ 
ing  to  show  cause  shall  not  be  less  than 
10  days  after  such  notice  has  been  sent. 
If  such  a  meeting  is  requested,  the  desig¬ 
nated  OE  official  shall  set  a  time  and 
place  for  it,  which  time  shall  not  be  less 
than  5  days  nor  more  than  30  days  after 
the  request  is  received  by  him.  If  a  meet¬ 
ing  is  requested,  but  it  cannot  be  held 
prior  to  the  proposed  effective  date  of 
suspension,  the  date  shall  be  postponed 
until  the  completion  of  such  meeting. 

(4)  The  designated  OE  official  shall 
consider  any  timely  material  presented 
to  him  in  writing,  any  material  presented 
to  him  during  the  course  of  the  informal 
meeting  provided  for  in  paragraph  (b) 

(3)  of  this  section  and  any  showing  that 
the  institution  or  lender  has  adequately 
corrected  the  violation  which  led  to  the 
initiation  of  suspension  proceedings.  If, 
after  considering  such  material,  the  des¬ 
ignated  OE  official  concludes  that  the  in¬ 
stitution  or  lender  has  failed  to  show 
cause  why  its  eligibility  should  not  be 
suspended,  he  may  suspend  eligibility  in 
whole  or  part  and  subject  to  such  terms 
and  conditions  as  he  shall  specify.  Notice 
of  such  suspension  shall  be  promptly 
transmitted  to  the  institution  or  lender 
and  shall  become  effective  upon  the  date 
of  transmittal. 

(c)  Emergency  action.  The  Commis¬ 
sioner  may  withhold  the  Issuance  of 
further  commitments  of  insurance  to  a 


participating  lender  or  with  respect  to 
loans  for  students  attending  a  partic¬ 
ipating  institution,  without  prior  notice 
and  opportunity  to  show  cause  as  pro¬ 
vided  for  in  paragraph  (b)  of  .this  sec¬ 
tion,  if  he  determines  that  such  immedi¬ 
ate  action  is  necessary  in  order  to  pre¬ 
vent  an  unreasonable  risk  of  a  substan¬ 
tial  loss  of  funds  either  to  the  Federal 
Government  or  the  students  involved  if 
further  disbursements  under  this  part 
were  permitted  and  that  such  risk  is 
sufficiently  serious  to  outweigh  the  im¬ 
portance  of  following  the  procedures  set 
forth  in  paragraph  (b)  of  this  section. 
Such  emergency  action  shall  be  initiated 
by  sending  the  institution  or  lender  a  no¬ 
tice,  by  certified  mail  and  return  receipt 
requested,  informing  the  institution  or 
lender  of  the  suspension  and  the  grounds 
therefor.  Such  emergency  action  shall 
not  exceed  7  days  in  length  unless  sus¬ 
pension  proceedings  are  initiated  pursu¬ 
ant  to  paragraph  (b)  of  this  section  or 
limitation  or  termination  proceedings 
are  initiated  pursuant  to  §  177.77  within 
such  seven  day  period,  in  which  case  the 
Commissioner  may  continue  to  withhold 
commitments  of  insurance  until  the  con¬ 
clusion  of  such  proceedings,  including 
any  appeal  which  may  be  made  to  the 
Commissioner.  If  limitation  or  termina¬ 
tion  proceedings  are  initiated,  the  Com¬ 
missioner  shall  provide  the  institution 
or  lender,  if  it  so  requests,  an  opportunity 
to  show  cause  why  the  action  should  be 
rescinded  pending  the  outcome  of  such 
proceedings. 

(20U.S.C.  1080(d),  1082(a),  1087-1  (a)) 

§  177.77  Limitation  and  termination. 

(a)  Scope  and  duration.  A  limitation 
or  termination  may  extend  to  all  aspects 
of  an  institution’s  or  lender’s  participa¬ 
tion  in  programs  under  this  part  or  may 
be  limited  to  portions  thereof.  The  dura¬ 
tion  of  a  limitation  may  be  set  to  extend 
for  a  definite  period  of  time  or  until  the 
designated  OE  official  has  determined 
that  the  basis  for  the  limitation  has  been 
removed  and  that  a  repetition  of  such 
violation  appears  unlikely.  An  institution 
or  lender  which  has  been  limited  or  ter¬ 
minated  may  subsequently  seek  rein¬ 
statement  of  its  full  eligibility  to 
participate  in  programs  under  this  part, 
pursuant  to  §  177.78(b). 

(b)  Procedures.  (1)  A  limitation  or 
termination  may  be  initiated  whether  or 
not  suspension  proceedings  have  been 
initiated  under  §  177.76.  Limitation  or 
termination  procedures  shall  be  initiated 
by  a  designated  OE  official  mailing  to 
the  institution  or  lender  in  question  a 
notice,  by  certified  mail  with  return  re¬ 
ceipt  requested: 

(i)  Informing  the  institution  or  lender 
of  the  Office  of  Education’s  intent  to  limit 
or  terminate  the  institution’s  or  lender’s 
eligibility,  the  nature  of  any  proposed 
limitation  and  the  basis  of  such  action; 

(ii)  Specifying  the  proposed  effective 
date  for  the  limitation  or  termination 
and  the  consequences  of  such  action;  and 

(iii)  Informing  the  institution  or 
lender  of  its  rights,  if  exercised  within 
a  stated  period  of  time,  to  submit  written 


material  and  to  request  a  hearing  before 
the  limitation  or  termination  takes  effect. 
The  notice  shall  also  provide  information 
pertaining  to  this  proceeding  as  the  des¬ 
ignated  OE  official  may  determine  to  be 
appropriate.  The  notice  shall  also  invite 
voluntary  efforts  to  correct  the  violation 
which  led  to  the  initiation  of  this  action. 

(2)  Except  as  provided  in  paragraph 
(c)  of  this  section,  the  proposed  effective 
date  of  limitation  or  termination  shall 
not  be  less  than  21  days  after  the  notice 
of  intent  has  been  sent.  The  period  of 
time  within  which  the  institution  or 
lender  may  submit  written  material  or 
request  a  hearing  shall  not  be  less  than 
15  days  after  such  notice  has  been  sent. 

If  a  hearing  requested  by  the  institution 
or  lender  cannot  be  held  prior  to  the  pro¬ 
posed  effective  date  of  the  limitation  or 
termination,  the  date  shall  be  extended 
until  the  completion  of  such  proceedings. 

(3)  If  the  institution  or  lender  does 
not  request  a  hearing,  the  designated  OE 
official  may,  after  considering  any  writ¬ 
ten  material  submitted  on  a  timely  basis 
by  the  institution  or  lender,  dismiss  the 
matter  or  notify  the  institution  or  lender 
that  it  has  been  limited  or  terminated. 

(4)  If  the  institution  or  lender  re¬ 
quests  a  hearing  within  the  time  per¬ 
mitted,  such  hearing  shall  be  conducted 
as  promptly  as  possible  by  an  Admin¬ 
istrative  Law  Judge  pursuant  to  the 
provisions  of  the  Administrative  Proce¬ 
dure  Act  (5  U.S.C.  sections  554-557). 
Proposed  findings  of  fact,  conclusions  of 
law,  and  briefs  shall  be  submitted  to  the 
presiding  officer  within  15  days  of  the 
conclusion  of  the  hearing. 

(5)  The  Administrative  Law  Judge 
shall  issue  an  initial  decision  consisting 
of  findings  of  fact  and  conclusions  of 
law.  The  initial  decision  of  the  Adminis¬ 
trative  Law  Judge  shall  become  final  10 
days  after  being  issued,  unless  within 
such  10  days  the  institution  or  lender 
or  the  designated  OE  official  who  in¬ 
itiated  these  proceedings  notifies  the 
Commissioner  that  it  or  he  wishes  to 
appeal  the  decision,  in  whole  or  in  part. 
If  any  such  party  makes  such  an  appeal, 
it  must  submit,  within  20  days  of  the 
initial  decision  of  the  Administrative 
Law  Judge,  any  further  written  material 
it  wishes  to  be  considered  by  the  Com¬ 
missioner,  including  exceptions  to  the 
decision  of  the  Administrative  Law 
Judge,  proposed  findings  and  con¬ 
clusions,  and  supporting  reasons.  The 
opposing  party  will  have  15  days  to  sub¬ 
mit  a  response.  Parties  making  any  sub¬ 
mission  to  the  Commissioner  must 
simultaneously  transmit  copies  of  such 
submission  to  all  other  parties  which 
participated  in  the  hearing.  Any  de¬ 
cision  by  the  Administrative  Law  Judge 
limiting  or  terminating  the  institution 
or  lender  shall  be  stayed  pending  the  ap¬ 
peal,  unless  the  Commissioner  deter¬ 
mines  that  such  stay  would  produce  a 
serious  and  adverse  effect  on  the  pro¬ 
gram  involved.  The  Commissioner  may, 
in  his  discretion,  provide  an  opportunity 
for  an  oral  presentation  by  the  institu¬ 
tion  or  lender  and  by  members  of  the 
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Office  of  Education  staff.  The  Commis¬ 
sioner  shall  issue  a  decision  on  the  ap¬ 
peal,  Including  a  statement  of  reasons 
for  his  decision,  no  later  than  20  days 
following  receipt  of  all  written  materials 
from  the  parties  Involved.  Such  decision 
may  affirm,  reverse  or  modify  the  initial 
decision  of  the  Administrative  Law 
Judge:  Provided,  however,  That  findings 
of  fact  made  by  the  Administrative  Law 
Judge  shall  not  be  set  aside  unless  found 
to  be  clearly  unsupported  by  the  evi¬ 
dence.  The  decision  of  the  Commissioner 
shall  be  final. 

(c)  Effect  of  prioi  proceedings.  If  any 
proceedings  have  been  previously  initi¬ 
ated  under  this  subpart  against  an  in¬ 
stitution  or  lender  at  the  time  limitation 
or  termination  proceedings  are  initiated, 
such  proceedings  need  not  duplicate  the 
previous  proceedings.  Any  matters  re¬ 
solved  under  the  previous  proceedings 
shall  be  considered  final  and  any  hear¬ 
ings  undertaken  in  the  subsequent  limi¬ 
tation  or  termination  proceedings  shall 
be  limited  to  new  evidence  or  new  issues: 
Provided,  however.  That  the  Administra¬ 
tive  Law  Judge,  or  the  Commissioner  in 
the  case  of  an  appeal,  may,  in  his  dis¬ 
cretion,  agree  to  reconsider  matters  pre¬ 
viously  resolved.  Moreover,  the  time 
schedules  set  forth  in  subparagraphs  (2) , 
(4)  and  (5)  of  paragraph  (b)  of  this 
section  may  be  shortened  to  reflect  the 
previous  proceedings  in  such  manner  as 
the  Administrative  Law  Judge  or  the 
Commissioner  may  deem  appropriate. 
(20U.6.C.  1080(d),  1062(a).  1067-1  (a) ) 


{  177.78  Denial  or  limitation  of  initial 
application  or  reinstatement. 

(a)  Initial  application.  If  an  institu¬ 
tion  requests  an  agreement  under  i  177.- 
61(a)  of  this  part  or  a  lender  requests  an 
agreement  under  1 177.42(a)  of  this  part, 
the  Commissioner  shall  respond  to  such 
submission  within  30  days  and,  if  he  has 
decided  not  to  approve  suoh  request,  shall 
state  reasons  for  his  decision.  An  insti¬ 
tution  or  lender  which  has  been  denied 
an  agreement  shall  be  given  an  opportu¬ 
nity  to  meet  with  a  designated  OE  official 
to  show  cause  why  such  agreement 
should  not  be  denied.  However,  the  Com¬ 
missioner  need  not  give  reasons  for  a 
denial  or  grant  an  opportunity  to  show 
cause  if  such  a  request  is  submitted 
within  6  months  of  a  previous  denial.  If 
a  request  is  submitted  by  an  institution 
at  which  the  conditions  set  forth  in 
9  177.66(b)  or  (d)  exist,  the  Commis¬ 
sioner  may  add  to  such  agreement  such 
terms  as  are  necessary  to  alleviate  those 
conditions:  Provided,  however.  That 
such  Institution  may  request  that  the 
procedures  set  forth  in  9  177.77(b)  (4) 
and  (5)  be  exhausted  before  such  agree¬ 
ment  becomes  effective.  Such  Institution 
may,  without  waiving  Its  rights  under 
the  preceding  sentence,  participate  in 
programs  under  this  part  subject  to  such 
terms  pending  the  outcome  of  such  pro¬ 
cedure. 

(b)  Reinstatement.  An  institution  or 
lender  against  which  a  final  adverse  de¬ 
cision  has  been  issued  under  this  sub¬ 
part,  may  at  any  time  request  reinstate¬ 


ment  of  its  eligibility  (or  portion  there¬ 
of)  and  may  submit  to  the  designated 
OE  official  such  material  as  it  wishes,  or 
as  the  designated  OE  official  requests, 
to  demonstrate  that  the  basis  for  such 
decision  has  been  remedied  and  is  un¬ 
likely  to  recur.  The  designated  OE  of¬ 
ficial  shall  respond  to  such  request 
within  36  days  and,  if  he  denies  the 
request,  shall  provide  reasons  for  such 
denial.  An  institution  or  lender  whose 
request  has  been  denied  shall  be  given 
an  opportunity  to  show  cause  why  such 
request  should  not  be  denied.  How¬ 
ever,  the  designated  OE  official  need  not 
consider  a  request  to  remove  a  limitation 
or  termination  or  grant  an  opportunity 
to  show  cause  if  such  a  request  is  sub¬ 
mitted  within  6  months  of  a  previous 
denial.  The  reinstatement  of  an  insti¬ 
tution  or  lender  which  has  been  termi¬ 
nated  may  be  subject  to  reasonable  and 
appropriate  conditions  or  limitations  re¬ 
lating  to  the  grounds  for  such  termina¬ 
tion.  Provided,  however.  That  such  insti¬ 
tution  or  lender  may  request  that  the 
procedures  set  forth  in  9  177.77(b)  (4) 
and  (5)  be  exhausted  before  such  rein¬ 
statement  becomes  effective.  Such  Insti¬ 
tution  or  lender  may,  without  waiving  its 
rights  under  the  preceding  sentence, 
participate  in  programs  under  this  part 
subject  to  such  conditions  or  limitations 
pending  the  outcome  of  such  procedures. 
(20  U.S.C.  1060(d) .  1082(a) ,  1067-1  (a) ) 
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